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AGRICULTURE, RURAL DEVELOPMENT, AND
RELATED AGENCIES APPROPRIATIONS FOR
FISCAL YEAR 2007

THURSDAY, MARCH 9, 2006

U.S. SENATE,
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS,
Washington, DC.

The subcommittee met at 8:34 a.m., in room SD-192, Dirksen
Senate Office Building, Hon. Robert F. Bennett (chairman) pre-
siding.

Present: Senators Bennett, Bond, Burns, Craig, Kohl, and Dor-
gan.

DEPARTMENT OF AGRICULTURE

OFFICE OF THE SECRETARY

STATEMENT OF HON. MIKE JOHANNS, SECRETARY

ACCOMPANIED BY:
CHARLES CONNER, DEPUTY SECRETARY
KEITH COLLINS, CHIEF ECONOMIST
W. SCOTT STEELE, BUDGET OFFICER

OPENING STATEMENT OF SENATOR ROBERT F. BENNETT

Senator BENNETT. The subcommittee will come to order.

I will tell our witnesses and spectators, as well as senators, that
the full committee has a meeting scheduled at 9:30 to hear Sec-
retary Rumsfeld and Secretary Rice discuss the appropriations
with respect to Katrina. So we will do our best to be finished with
this hearing in time to go to the full committee for that hearing.

And we are grateful to Secretary Johanns for his willingness to
appear at this hour in the morning. There are some senators who
say it isn’t even light yet at 8:30, and what are we doing convening
this early? But we are grateful, Mr. Secretary, that you would meet
our schedule with respect to that, and we welcome you before the
subcommittee.

This is the Secretary’s second appearance before the sub-
committee, and we understand you celebrated your 1-year anniver-
sary as the Secretary in January.

And with you, we welcome Mr. Conner, Dr. Collins, and Mr.
Steele.

Before I speak about the specifics of USDA’s budget request, I
would like, Mr. Secretary, to take the opportunity to thank you and
your Department for your efforts in the wake of Hurricane Katrina.
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Secretary JOHANNS. Thank you.

Senator BENNETT. We have heard a great deal of criticism about
Katrina with respect to a number of other agencies, but the work
that was done by USDA employees in feeding and housing thou-
sands of people has gone unnoticed and unremarked upon in the
national media. So I want to take this occasion to congratulate
them through you for the work that all of your employees did.

The Natural Resources Conservation Service and the Farm Serv-
ice Agency are working to restore watersheds and farms and
ranches throughout the region, which is vitally important.

On a personal note, I would also like to thank you for your de-
partment’s help in Utah, when we had a natural disaster. January
of 2005, just a little over a year ago, Washington County experi-
enced some of the worst flooding in its history. And NRCS rose to
;clhe dchallenge. It has helped restore the damage caused by those

oods.

And then, particularly, I want to recognize the efforts of Sylvia
Gillen, one of your employees. She is the Utah State Conserva-
tionist. And she has been creative and helpful and responsive, and
she does a great job for you, and she has done a great job for the
people of Utah. And we want to recognize that.

Now the USDA request for the subcommittee is approximately
$15.6 billion, and this represents a 7 percent or $1.263 billion de-
crease from last year. We don’t usually deal with decreases around
here, and these are the OMB numbers. We are awaiting more in-
formation from CBO that might change these numbers a little up
or down, but basically, they will stay in the same ballpark.

And quite frankly, Mr. Secretary, this is a fairly significant hole
that this subcommittee is going to have to try to climb out of. The
President’s budget eliminates approximately $378 million of Fed-
eral support for agriculture research at the Nation’s land grant col-
leges and universities, as well as USDA’s own in-house research
agency. That is something that concerns me. I am a strong sup-
porter of research and the value that we get for that long term.

Another $176 million is eliminated for conservation and water-
shed projects throughout the country. And one of the unfortunately
standard budget tricks that every OMB, regardless of who is Presi-
dent or regardless of which party controls it, is in this budget. The
budget includes $182 million in new user fees, which are not likely
to be enacted by the Congress, which means we have got to find
another $182 million in cuts to offset that projected revenue in-
crease.

Finally, funding is eliminated for the Grazing Lands Conserva-
tion Initiative, housing for very low-income families, and the Com-
modity Supplemental Food Program, among others. And I am sure
members of the subcommittee will raise these issues with you this
morning and give you the opportunity to talk about that.

Now the budget does put an added emphasis on the Food and
Agriculture Defense Initiative and activities related to avian flu,
the highly pathogenic possible pandemic that we may be facing.

So I will now turn to Senator Kohl, the Ranking Member. Mem-
bers will be able to submit questions for the record if they are not
here. And I will tell members through their staffs who are here; we
hope that all questions to the subcommittee can be submitted by
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the close of business on Friday, March 17. And then we will for-
ward those to you, Mr. Secretary.

Senator Kohl.

Senator KOHL. I thank you, Mr. Chairman.

Secretary Johanns, we welcome you, and it is good to see you
again. Mr. Conner, Dr. Collins, and Mr. Steele, we also extend our
welcome to you.

Mr. Secretary, at the outset, I think it is important that we rec-
ognize some of the very good work that you and the Department
have done this last year. By all reports, the USDA response to the
terrible storms in the Gulf Coast, especially from your nutrition
and rural development programs, was among the very best in the
Government.

Your quick action meant lives saved and families placed firmly
on the path toward recovery. So we congratulate you on your good
work. But we all know that there have been some missteps at the
Department over the past several months, which have too often
crowded out the good work that you have done.

Chairman Bennett and I face a tremendous challenge to craft a
bill under the current budget constraints. The President’s budget
assumes too many unrealistic or unacceptable deficit reduction
measures. It assumes more than $300 million in unauthorized user
fees that Congress has rejected time and time again, and it calls
gor 1the elimination of a small, but vital feeding program for the el-

erly.

And although this is in the authorizing arena, the President’s
proposal to tax dairy farmers in order to offset tax breaks for
multi-millionaires is not acceptable.

These are all topics we are likely to visit today, and I look for-
ward to your statement.

Mr. Chairman, I want to thank you and publicly state how grate-
ful I am for the relationship that you and I have developed over
the past 2 years on this subcommittee, and I look forward to work-
ing with you.

Senator BENNETT. Thank you very much.

I will echo the comments about the working relationship. You
and your staff have been a joy to work with, and we don’t have any
partisan differences here. Wish the rest of the Congress could get
along as well as we do.

Normally, we do not have additional opening statements. But
since there is only one other member of the subcommittee here,
Senator Craig, do you have something you would like to say before
we hear from the Secretary?

Senator CRAIG. Well, Mr. Chairman, thank you very much.

I guess I was under some odd illusion that this was the Ag Com-
fr‘nittee, and at this hour, you were probably going to serve break-
ast.

But that doesn’t appear to be the case.

Senator BENNETT. That is an illusion, sir.

Senator CRAIG. All right. All right. Well, it is possible that the
gecretary could have brought examples of products of a variety of

tates.

Anyway, let me echo what both our Chairman and our Ranking
Member have said about the performance of the Department over
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the last year and during, Mr. Secretary, some of these most dif-
ficult times. I am always amazed that one agency that was not de-
signed to do what the press expected it to do, be a first responder,
largely got criticism while so many others did so very well.

The Chairman and the Ranking Member have expressed how
USDA performed in Katrina. I chair the authorizing committee of
Veterans Affairs, another unbelievable example of true heroism.
Thousands of people rescued. No one lost their lives. We evacuated
3 hospitals and the pharmaceuticals and the families of the em-
ployees and the pets.

And yet that has made no headlines as, once again, another
agency of our Federal Government in a time of tremendous dif-
ficulty responded very gallantly, with its staff refusing to leave the
hospitals in care of their patients. Concerned about their families,
obviously, but not leaving.

So there are great stories out there, and it is important that we
recognize them because somehow they don’t rise to the level of at-
tention on the part of others.

We are on the eve of a 2007 Farm Bill. It is looming large on
the horizon, Mr. Secretary, at a time when the Chairman has al-
ready expressed the cuts that are proposed in this budget. And I
think he was modest in saying a hole in which one will attempt to
dig ourselves out. It is a hole, and we will see how we can handle
it.

At the same time, I think you and I were expressing the oddity
this morning of a record snow storm in western Oregon and range
fires in Kansas, all on the same morning, reported on the same
news clip. Record drought in northern Texas and Oklahoma and
Arizona and parts of Kansas, and it doesn’t appear to be alleviating
at this moment. There will probably be some extraordinary needs
there that my guess is not in this budget.

So with that, let us get to your testimony and the beginning of
a very positive working relationship on this budget to resolve our
differences and serve American agriculture.

Thank you. Thank you, Mr. Chairman.

PREPARED STATEMENTS

The subcommittee has received statements from Senators Coch-
ran and Durbin which will be placed in the record.
[The statements follow:]

PREPARED STATEMENT OF SENATOR THAD COCHRAN

Mr. Chairman, thank you for holding this hearing on the fiscal year 2007 United
States Department of Agriculture budget. I welcome Secretary Johanns back to the
Committee.

I want to thank Secretary Johanns and his staff for their work throughout the
Gulf Coast region for their assistance in the effort to recover from the devastating
impact of Hurricanes Katrina and Rita. The Department has a large presence in the
hurricane affected region which is an important asset to the communities of the
Gulf Coast.

The employees of the National Forest Service, Natural Resource Conservation
Service, Rural Development, and Farm Service Agency were all ready to assist im-
mediately following the hurricanes. These agencies are to be commended for their
swift action and ability to not let “red tape” get in the way of providing immediate
help to thousands of Mississippi residents devastated by Hurricanes Katrina and
Rita. The efficient manner in which USDA was able to respond after the Hurricane
Katrina should be an example for all agencies during times of crisis.
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All of Mississippi’s agriculture industries were hurt by the hurricanes last sum-
mer. Producers and the residents of the rural areas of Mississippi appreciate the
continued support USDA has provided for hurricane related losses. But, much more
help is needed to get the disaster victims back on their feet. I look forward to con-
tinuing to work with USDA to further assist these family farms and ranches.

An important aspect of the Agriculture Appropriations bill is the funding it pro-
vides for agriculture research. This research is a critical part of ensuring that U.S.
producers remain the leaders in food and fiber production. The funding this bill in-
vests in agriculture research is a small sum compared to the economic benefit it has
on a farmer’s bottom line. I thank Chairman Bennett and the Ranking Member Sen-
ator Kohl for their continued leadership to assist America’s farmers and ranchers.

Mr. Chairman, I thank you for holding this hearing and I look forward to the tes-
timony.

PREPARED STATEMENT OF SENATOR RICHARD J. DURBIN

Mr. Chairman, I thank you for holding this hearing on the President’s fiscal year
2007 Budget. I thank Secretary Johanns for giving his testimony and agreeing to
be here.

I see two main problems with the administration’s budget proposal for programs
within the jurisdiction of the U.S. Department of Agriculture (USDA). First, the
budget does not give farmers the certainty they need from the Federal Government.
Farmers and ranchers are engaged in a risky industry, and they do their best to
mitigate these risks. Irregular weather systems, crop and livestock diseases that can
travel across a continent in a matter of months, and crop and energy prices are
among the variables that are out of the hands of individual producers. Farmers un-
derstand these risks and build them into their plans by purchasing crop insurance,
planting more than one variety of a crop, and keeping up with advances in tech-
nology that make them more profitable. However, there’s one source of uncertainty
that should not tamper with the viability of farming: the Federal Government’s
spending priorities.

We passed a Farm Bill in 2002 that made a commitment to farmers through 2007
when the bill expires. Now we all understand the need to reduce the deficit. How-
ever, farmers and the programs within the jurisdiction of the USDA are bearing the
brunt of budget savings plans. Last year, mandatory programs within the mandate
of the USDA took a $2.7 billion hit over 5 years. This cut amounted to 7 percent
of the budget reconciliation savings, even though spending on USDA programs ac-
counted for far less of a share of the Federal Government’s budget. In addition, it’s
important to note that the Farm Bill has been far less expensive than its original
price tag.

On top of these cuts, the administration is now asking for a 5 percent across-the-
board cut in direct payments, counter-cyclical payments, and marketing loans. By
my estimations, a 5 percent cut will mean that producers in the State of Illinois
stand to take a hit of $65 million. This cut would follow a crop year in which Illinois
suffered from one of the worst droughts in the 100 years since modern records have
been kept. With all the uncertainty surrounding the expiration of the Farm Bill in
2007, I can’t understand why the administration is focusing so much of its budget-
savings plans on agricultural producers that already have to be thinking constantly
of their risks.

Second, I believe that this budget demonstrates the administration’s failure to
support rural America. One of the most promising developments for rural America
in recent years is the momentum behind biofuels and alternative energy sources.
With soaring gasoline and diesel prices and an increasing acceptance of the fact that
dependence on Middle Eastern oil is not a good thing, it has become clear to us all
that we must develop alternative fuel sources. More E-85 pumps and more plants
processing biofuels mean more jobs and development for rural areas. However, at
this historic time, I'm afraid to say that the administration’s budget actually cuts
funding for the Clean Cities Program, a program that partners with local govern-
ments to encourage the use of clean non-petroleum fuels and alternative fuel vehi-
cles. This type of program provides incentives to local communities to expand biofuel
infrastructure, and, in doing so, increases demand for the production and processing
of alternative energy sources.

I thank the Chairman again for holding this hearing and hope that this sub-
committee will consider giving farmers greater certainty and committing to true
rural development in this year’s appropriations bill.
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Senator BENNETT. Mr. Secretary, we will be pleased to hear your
statement.

STATEMENT OF SECRETARY MIKE JOHANNS

Secretary JOHANNS. Well, thank you very much, Mr. Chairman,
and I do appreciate the opportunity to be here in front of this sub-
committee.

I also appreciate the compliments relative to the Katrina re-
sponse. I want to assure each of you that those compliments will
be passed on to our employees, who were the ones who were truly
at the front lines. And we always accept the criticism of missteps
and see that as a challenge to get better.

It has been a year since I became Secretary, and it has been
quite a year. We have expanded farm exports. We have worked on
new trade agreements. We have reopened beef markets, and we
have witnessed strength throughout the farm economy.

During 2005, we have also confronted some very serious issues—
hurricanes, natural disasters, Al pandemic, and rising energy costs.
USDA has played a significant role in responding to these chal-
lenges.

President Bush and I are very proud of the efforts of our employ-
ees relative to the hurricanes in the Gulf Coast region. They pro-
vided food and shelter, protection, emergency assistance rapidly,
and did so very professionally. And those are just a few of the ways
that we assisted in that region.

There does remain a great deal yet to be done to normalize their
lives. People are struggling to get their homes back, their farms
and ranches, and their communities. That is why I am pleased to
announce that on January 26, 2006, based upon congressional ac-
tion and the use of existing authorities, USDA made available $2.8
billion to assist those impacted by hurricanes. This additional fund-
ing brings our effort at USDA to $4.5 billion.

On February 16, the President submitted a supplemental that in-
cludes $55 million for the USDA to recover additional costs of oper-
ating the National Finance Center, which is there in New Orleans,
restore the ARS research lab in New Orleans, and to fund flood-
plain easements. A second supplemental submitted the same date
includes $350 million for Public Law 480, Title II, international
food assistance to meet emergency food needs.

The President’s 2007 budget for USDA does meet important pri-
orities while exercising fiscal discipline in order to deal with the
Federal deficit. Reducing the deficit is a critical part of the Presi-
dent’s economic plan. It strengthens the economy and creates jobs.

Farmers and ranchers know the importance of a healthy econ-
omy. It raises income, and it increases demand for the products
that they raise. Farmers and ranchers also know that the deficit
and resulting burden of debt have a profound impact on their way
of life and the ability of future generations to participate in agri-
culture.

Because of the overriding need to reduce the Federal deficit,
USDA is sharing in the governmentwide effort. There are proposals
in the budget that will produce real savings in both mandatory and
discretionary spending. The President’s 2007 budget, which was re-



7

leased about a month ago, indicates that USDA expenditures are
expected to decrease about $3 billion.

The decrease in 2007 is due to CCC reductions from program
changes, the legislative proposals, and because one-time supple-
mental funding is not continued. The discretionary appropriation
request pending before this subcommittee which does not include
Forest Service, as you know—is for $15.6 billion.

Some of the highlights, if I could just quickly run through those.
Avian influenza. We have been closely monitoring the alarming
spread of highly pathogenic AI around the world. I do want to as-
sure you that USDA is a full partner in dealing with this potential
pandemic.

In response to the President’s request, Congress provided over
$91 million in 2006 emergency supplemental funding for USDA,
and we thank you for that. That money will be used for our AI ef-
forts. We are using those funds for international efforts, domestic
surveillance of poultry and migratory birds, diagnostics, emergency
preparedness and response, and research.

The 2007 budget includes $82 million for avian influenza. Setting
aside that one-time emergency supplemental, the $82 million rep-
resents an increase of $66 million over 2006 funding levels.

The budget proposes $322 million in USDA funding for the
multi-agency Food and Agriculture Defense Initiative, which is
funded now at nearly $540 million governmentwide. The USDA
portion represents a $127 million increase over 2006. That figure
does not include last year’s one-time funding for the construction
project in Ames, Iowa, for the National Centers for Animal Health
because that project has been funded.

But funding increases do exist. There is $23 million in increases
to strengthen the Food Emergency Response Network and Regional
Diagnostic Network. There’s also $42 million in increases for re-
search to ensure food safety, identify pathogens, develop improved
animal vaccines, and better understand the genes that provide dis-
ease resistance. And then there’s $62 million in increases to en-
hance surveillance and monitoring activities. That helps us detect
pest and disease threats to improve response capabilities.

Moving on to another priority, energy. I recently announced a
comprehensive energy strategy. As I talked to farmers all across
the country, they emphasized the high cost of energy, and so we
went to work on that. I am pleased that this budget continues to
provide tools that help producers with energy costs. It also funds
the development of renewable energy resources and new energy-ef-
ficient technology.

In 2007, we will have at least $345 million available for loans,
grants, and other support for energy projects. Within this total,
USDA’s core investment in energy-related projects increases to $85
million from $67 million in 2006. This includes resources available
to support renewable energy research and demonstration projects,
as well as additional efforts to support energy development.

In addition, we are targeting renewable energy and energy effi-
ciency projects through our rural development loan and grant pro-
grams. We anticipate investments in excess of about $250 million
each year in fiscal years 2006 and 2007.
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Throughout 2007, USDA will continue its many successful part-
nerships with the Energy Department, Department of the Interior,
and the EPA. USDA’s efforts will be coordinated by a newly cre-
ated Energy Policy Council.

In a related matter, I am pleased to be before this subcommittee
today to make an announcement. I am pleased to announce the
issuance of the final rule designating the first six items under the
Federal Biobased Products Preferred Procurement Program. This
rule is available for viewing at the Federal Register today. It will
be published tomorrow.

Under the biobased program, all Federal agencies will have to
give the designated items preference in their procurement. We be-
lieve the designation of these six biobased items initiates a new,
economic opportunity for farmers and ranchers. Increased Federal
procurement will lead to greater acceptance of biobased products,
lower prices, and more variety of products in the market.

The final rule is the first of a series of rules that we expect to
publish in 2006 that will designate biobased items consisting of
hundreds of branded products. If I might just take a little personal
privilege and thank Senator Tom Harkin. He worked very hard on
this. When I sat down with him a year ago or more to talk about
the biobased program, it was at the top of his list.

We thank everybody who has been a part of this effort. If you
will remember, this came out of the 2002 Farm Bill. So there has
been a lot of effort to finalize the rule. We thank Congress for
pushing this forward. I think it is really a good item.

In terms of farm programs, last year, as we released the budget,
there was an expectation by some that the Farm Bill expenditures
would end up below 2002 projections. That is what we heard last
year. This is not the case.

In 2007, even with the proposed reductions, we expect to spend
nearly $7 billion more than was projected in the 2002 Farm Bill.
And the Reconciliation Act passed weeks ago delays, but it does not
reduce farm commodity programs. The one exception is the Step 2
program, which is the cotton program.

We acknowledge that there are real reductions in Reconciliation,
but they affect other programs, such as rural development, re-
search, conservation. Thus, the administration is reproposing
changes to reduce farm program spending. They include reducing
commodity payments by 5 percent; reducing the payment limit, im-
plementing small marketing assessments on sugar and milk; and
operating the Dairy Price Support Program at minimum cost.

In order to improve the effectiveness of providing good service to
farmers, USDA also continues to work with Congress to modernize
the field office structure of FSA. Although improvements have been
made in modernizing a portion of the computer system, such as
Web-based computing systems and the GIS, further investments
are needed to replace the remaining outdated and obsolete legacy
systems.

This will also permit the full use of Web-based Common Com-
puting Environment. This subcommittee has supported and funded
that initiative, and I want you to know how much we appreciate
that.
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FSA will also work with farmers and ranchers at the local level
and with Congress to identify how to consolidate offices where ap-
propriate and ensure that future investments are prudent and done
so in a manner that uses tax dollars wisely.

In reference to crop insurance, net expenditures for crop insur-
ance are expected to grow since the reform of 2000 by about 50 per-
cent between 2001 to 2007. At the same time, producers have con-
tinued to receive disaster payments, as you know, in ad hoc dis-
aster programs. From 2001 to 2007, when crop insurance payouts
did start to rise dramatically, we also delivered about $9 billion to
producers in ad hoc actions.

The budget again includes proposals to enhance crop insurance
and reduce costs to deliver the program in order to reduce depend-
ence on ad hoc disaster programs. The budget also requests such
sums as necessary for mandatory costs associated with the pro-
gram and includes funding for additional staffing that would focus
on reducing fraud, waste, and any abuse that may exist in this pro-
gram.

In reference to trade, expanding access to global markets is im-
portant for agriculture. Trade plays a critical role. Our budget pro-
posals for 2007 support our continued commitment to trade expan-
sion. Increased funding is provided for the Foreign Agricultural
Service to maintain its overseas office presence and continue its
representation on behalf of American agriculture.

The new FAS Trade Capacity Building initiative is funded for
technical assistance and training activities to assist developing
countries. The goal is to strengthen their agricultural policy-mak-
ing and regulatory systems so they can become better trading part-
ners in other parts of the world.

For the foreign food assistance programs, the budget places in-
creased emphasis on meeting the highest priority emergency and
economic development needs, including maintaining funding for the
McGovern-Dole International Food for Education and Child Nutri-
tion Program.

Regarding food safety, in order to continue the protection of the
Nation’s supply of meat, poultry, and egg products, the budget re-
quests funds needed to maintain Federal support of inspection sys-
tems. The budget also requests funding to expand the Food Emer-
gency Response Network to support the Food and Agriculture De-
fense Initiative. With this funding, FSIS will increase the capa-
bility of State and local laboratories to handle large volumes of
testing.

The budget proposes over $4 billion in mandatory funding to con-
tinue implementation of conservation programs arising out of the
2002 Farm Bill. Within the conservation total, $83 million in addi-
tional resources are requested to extend the Conservation Security
Program into additional watersheds and to service prior year con-
tracts. I would like to mention that the 2006 CSP sign-ups began
on February 13. They will continue through the end of March.

To help meet the President’s commitment to create, improve, and
protect at least 3 million wetland acres over a 5-year period, begin-
ning in 2004, the budget includes over $400 million for Wetlands
Reserve Program. This will allow for an additional 250,000 acres
to be enrolled in the program in 2007. That is 100,000 more acres
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than estimated for 2006 and the largest 1-year enrollment since
the program started in 1992.

In the aggregate, funding in the budget will support enrollment
of an additional 23 million acres in conservation programs, largely
in EQIP. This brings total enrollment to about 197 million acres.
That is the highest enrollment in conservation programs in our Na-
tion’s history. The budget also includes discretionary funding for
ongoing conservation work to meet high-priority natural resources
concerns.

For rural development, that part of the budget includes $14.4 bil-
lion in direct loans, loan guarantees, and grants to improve eco-
nomic opportunities in rural areas. This assistance could be used
for everything from financing rural businesses, electric and tele-
communications facilities, water and waste disposal projects, and
other community facilities. It will also provide home ownership op-
portunities and assist in revitalizing our multi-family housing
projects.

The 2007 budget maintains the administration’s commitment to
revitalize multi-family housing and provides rent protection for ten-
ants of projects that are withdrawn from the program.

Senator, you mentioned research. In the research area, the 2007
budget funds the highest-priority research facing American agri-
culture. It also increases the use of competition to improve the
quality of research.

The budget includes a $66 million increase for the National Re-
search Initiative. The budget also includes $107 million in in-
creases for high-priority research conducted by ARS scientists in
areas such as food and agriculture defense, bioenergy, plant and
animal genomics and genetics, and human nutrition and obesity
prevention.

Speaking of nutrition, we fully fund the expected requirements
of the 3 major nutrition assistance programs—WIC, Food Stamps,
and Child Nutrition. For WIC, which is the Department’s largest
discretionary program, the budget proposes $5.4 billion in program
level to support the estimated level of WIC participation. Included
in the budget is a $125 million contingency fund.

For the Food Stamp Program, the budget includes resources to
totally fund estimated participation and also provides a $3 billion
contingency fund should costs exceed what we are estimating. We
expect an increased level of school lunch participation of about 2
percent, so the budget includes a $700 million increase for that.
There is also a new proposal for a $300 million contingency fund
for the Child Nutrition Programs.

PREPARED STATEMENTS

I just want to wrap up and say we are deeply committed to work-
ing on this deficit. We recognize that that is your challenge also.
We look forward to working with this Subcommittee in that en-
deavor.

Mr. Chairman, thank you.

[The statements follow:]
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PREPARED STATEMENT OF MIKE JOHANNS

Mr. Chairman and distinguished members of this Committee, I am pleased to ap-
pear before you to discuss the fiscal year 2007 budget for the Department of Agri-
culture (USDA).

I am joined today by Deputy Secretary Chuck Conner; Scott Steele, our Budget
Officer; and Keith Collins, our Chief Economist.

It has been a year since I was given the honor to serve our country as Secretary
of Agriculture. It has been an eventful and challenging year. We have expanded
farm export opportunities through new trade agreements; re-opened beef export
markets that were closed after finding Bovine Spongiform Encephalopathy (BSE);
responded immediately to severe natural disasters; and witnessed continued
strength in the farm economy.

A major priority has been working to achieve growth in the farm economy through
trade. We continue to open foreign markets to U.S. agricultural exports. Since 2001,
the administration completed free trade agreements with 15 countries, including the
recently completed agreements with Peru, Colombia, and Oman and the Central
America-Dominican Republic Free Trade Agreement (CAFTA-DR). The agriculture
industry estimates that CAFTA-DR could boost our farm exports by $1.5 billion.
Negotiations for free trade agreements with a host of other important markets are
continuing, and we look forward to initiating free trade negotiations with Korea, our
sixth largest agricultural export market, in the near future.

During the past year, we also have increased our efforts to reform agricultural
trading practices. The United States presented an ambitious proposal to advance
the World Trade Organization (WTO) agriculture negotiations and unleash the full
potential of the Doha Development Agenda. Reforming global agriculture trade will
create new jobs and promote economic development. Our goal is to open new mar-
kets by reducing or eliminating unfair competition from production and trade dis-
torting agricultural subsidies and import barriers. We are now working very hard
to reach agreement on the terms of an agricultural agreement by the end of April,
as agreed to by WTO Members at the recent Hong Kong Ministerial.

Another priority has been our efforts to re-open overseas markets for U.S. beef
and beef products. We have achieved a great deal of progress. We have regained at
least partial access to 28 markets. As you know, recently a shipment to Japan did
not comply with the terms of our export agreement. We are working aggressively
to secure a resumption of trade in the near future.

During 2005, we also had to confront other serious issues, such as hurricanes and
other natural disasters, the threat of an avian influenza pandemic, and rising en-
ergy costs. USDA has played a significant role in responding to these challenges and
has made a tangible and positive difference in American lives.

President Bush and I are very proud of the efforts USDA employees have made
to provide assistance throughout the Gulf Coast Region in the immediate aftermath
of recent hurricanes. These employees helped to rescue more than 600 survivors in
Louisiana. We made available more than 22 million pounds of food and 2 million
pounds of baby formula for use by the Red Cross, Salvation Army, and other organi-
zations. USDA assisted over 10,000 evacuees obtain temporary housing in 45 States.
USDA also aided in the transport of over 13,000 evacuees and our employees fanned
out across the region to clear debris from farms, ranches and other watersheds. Dur-
ing the initial days and weeks following the storm, USDA worked closely with the
Federal Emergency Management Agency to set up and support 80 disaster recovery
centers in Louisiana and Mississippi. The Forest Service played a critical role by
utilizing its incident management abilities, managing evacuation centers and base
camps, providing logistical support, clearing roadways, helping with search and res-
cue operations, and operating mobilization centers and trailer staging areas.

These are just a few of the ways that USDA was able to provide immediate assist-
ance to that region. But there still remains a great deal to be done to normalize
life for those struggling to take back their homes, their farms or ranches, and their
communities. That is why I was pleased to announce on January 26, 2006, that
based on Congressional action and the use of existing authorities, USDA has made
available $2.8 billion to assist those impacted by the hurricanes. Of this amount,
$1.2 billion will be made available to agricultural producers through various pro-
grams. In addition, $1.6 billion will be used to restore homes and rural commu-
nities. This additional funding brings total USDA aid to hurricane disaster victims
to more than $4.5 billion since September 2005. Finally, the supplemental request
submitted on February 16 includes $55 million in funding to cover additional costs
of operating the National Finance Center, repair damages to the Agricultural Re-
search Service (ARS) laboratory in New Orleans and fund floodplain easements.
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2007 BUDGET

The President’s 2007 budget for USDA meets our most important priorities, while
exercising the kind of fiscal discipline that is absolutely necessary to reduce the Fed-
eral deficit. Reducing the deficit is a critical part of the President’s economic plan.
It will strengthen the economy and create more jobs. Farmers, ranchers, and rural
citizens know the importance of a healthy economy, which raises household incomes
and increases demand for their products.

Farmers, ranchers, and rural citizens also know that the deficit and resulting bur-
den of debt have a profound impact on the economy and, thus, on their way of life
and the ability of future generations to participate in agriculture. In the past few
months, I had the opportunity to participate in over 20 Farm Bill forums. It pro-
vided me the opportunity to meet many producers and hear their ideas on farm poli-
cies and the economy. One aspect of the Farm Bill forums focused on the develop-
ment of farm policy that supports future generations of farmers and ranchers. Dur-
ing these forums, I discussed with producers and community leaders how deficits
increase the national debt and debt service costs and displace private consumption
and investment, which can be roadblocks to future generations trying to enter agri-
culture. Producers across the country applauded us for that focus and encouraged
us to take down roadblocks that stand in the way of young people. We cannot—on
one hand—close our eyes to the deficit—while on the other hand claim to be sup-
porting future generations of producers.

USDA recognizes the overriding need to reduce the Federal deficit, and shares the
responsibility of controlling Federal spending. There are proposals in the budget for
USDA that will produce real savings in both mandatory and discretionary spending.
With that said, the President’s 2007 budget request for USDA does meet the Na-
tion’s priorities by growing the farm economy through trade; protecting America’s
food and agriculture; supporting sound land management practices and conserva-
tion; providing nutrition assistance to the needy at home and abroad; and creating
economic opportunity in rural America. It also makes Government more effective by
improving management and accountability and by eliminating, reforming, or phas-
ing out programs that are not cost-effective or do not show measurable results.

The President’s 2007 budget, which was released on February 6, indicates that
USDA expenditures are estimated to decrease from about $96 billion in 2006 to
nearly $93 billion in 2007. For the Department’s discretionary budget, the overall
budget authority request is $19.7 billion. This compares to $21.9 billion provided in
2006. There are two main reasons for these reductions. One is that we assume we
will not need the emergency disaster assistance funding and other emergency sup-
plemental funding that was needed in 2006. The second reason is proposed program
reductions, which include some legislative changes. The discretionary appropriation
request pending before this Committee, which does not include the Forest Service,
is %15.6 billion.

I would now like to focus on some specific program highlights.

PATHOGENIC AVIAN INFLUENZA (AI)

For more than two decades, USDA has worked to prepare for and prevent an out-
break of dangerous strains of Al in our country. The greatest concern is the poten-
tial for highly pathogenic Al to develop into a human pandemic. We appreciate the
$91.4 million in emergency supplemental funding provided in December 2005. Those
funds are being used for specific one-time activities aimed at controlling the disease
abroad and keeping it away from U.S. borders; enhancing surveillance of wildlife
and domestic poultry; improving diagnostics; and enhancing preparedness.

The 2006 Appropriations Act made $16 million available for on-going programs
to deal with low pathogenic AI and other AI research. Low pathogenic Al is of con-
cern for its potential costs to the poultry industry and potential ability to mutate
into highly pathogenic AI. The 2007 budget requests a total of $82 million for AI,
an increase of $66 million over the amount appropriated in 2006. Of this amount,
$57 million is related to highly pathogenic activities, including: surveillance and
diagnostics work; preparedness and response efforts; and international veterinary
capacity building. An additional increase of more than $6 million is requested for
the development of methods to detect Al in the environment and further Al re-
search, including development of poultry vaccines. An increase of $3 million is re-
quested to expand activities related to the program for on-going low pathogenic Al

FOOD AND AGRICULTURE DEFENSE INITIATIVE

In order to protect American agriculture and the food supply from intentional ter-
rorist threats and unintentional introductions, the budget proposes $322 million for
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USDA’s part of the President’s Food and Agriculture Defense Initiative, which is 60
percent of total governmentwide funding for the initiative. Funding for ongoing pro-
grams includes a $127 million increase, or 65 percent above 2006. This does not in-
clude funding for construction of the Ames, Iowa facility for animal research and
diagnostics, which was fully funded in 2006. Of the total amount, an increase of
about $30 million for Food Defense would enhance the Food Safety and Inspection
Service’s (FSIS) ability to detect and respond to food emergencies and for USDA re-
search agencies to conduct related research. For Agriculture Defense, the budget in-
cludes an increase of about $97 million to improve the Animal and Plant Health In-
spection Service’s (APHIS) ability to safeguard the agricultural sector through en-
hanced monitoring and surveillance of plant and animal health, including wildlife;
improve response capabilities, including provisions for the National Veterinary
Stockpile; and further research on emerging and exotic diseases.

ENERGY

I have heard from farmers and ranchers as I traveled around the Nation about
the burden of the high cost of energy. We are taking action to help farmers, ranch-
ers, and rural businesses reduce their energy consumption and make alternative
fuels more available. USDA is providing technical assistance and incentives for con-
servation practices that can result in substantial energy savings. The Natural Re-
sources Conservation Service has recently provided an online tool that clearly dem-
onstrates how costs can be reduced by using alternative tillage practices. In addi-
tion, I have directed the Farm Service Agency (FSA) to maximize the use of our
guaranteed and direct farm loan programs to help eligible producers who face credit
challenges due to increased energy-related operating costs. Because it is likely that
energy prices will continue to remain high and fluctuate in the future, the Risk
Management Agency will also examine risk management tools that can help farmers
limit the negative impact of energy cost increases. To make sure that USDA is effec-
tively using its resources to address energy issues confronting U.S. agriculture, I
have recently announced a comprehensive energy strategy to help producers with
high energy costs and to coordinate USDA’s energy initiatives.

These investments include: research and development, farmer and rancher edu-
cation programs and using public lands to facilitate the generation and transmission
of energy. We are seeking increases in research and development (R&D) and farmer
and rancher education programs. We are also targeting renewable energy invest-
ments in Rural Development programs where we anticipate making loans and
grants of $250 million or more depending on specific proposals received. USDA is
continuing its successful biomass research and development partnership with the
Department of Energy in 2007. Past projects funded through this collaborative effort
have focused on improving the conversion of switchgrass and other cellulosic mate-
rials to ethanol as a replacement for gasoline. These R&D investments will pay off
as the efficiency and cost effectiveness of using switchgrass increases.

FARM COMMODITY PROGRAM SPENDING

As part of the President’s program to exercise fiscal discipline and reduce the def-
icit, the budget proposes, once again, that the farm commodity programs funded
through the Commodity Credit Corporation (CCC) contribute to the governmentwide
deficit reduction effort. Despite record levels of net cash farm income and record ag-
ricultural exports, commodity subsidies are significant and near record highs. Pay-
ments are at the highest since the enactment of the 2002 Farm Bill. Compared to
the original 2002 Farm Bill estimate, lower than expected expenditures from 2003
to 2004 are estimated to be offset by much higher net outlays during 2005 through
2007. Government farm support from 2005 to 2007 is at historically high levels.
This recent trend reflects higher than expected program costs that are raising the
deficit.

Since the recent Reconciliation Act achieved only very limited savings in CCC pro-
grams, the 2007 budget proposes legislative changes similar to the ones included in
the 2006 budget. The proposals, which are spread across commodity sectors, include:
reducing farm program payments across the board by 5 percent; reducing the pay-
ment limitation to $250,000; operating the dairy price support program at the least
cost; and applying small marketing assessments to sugar and dairy.

Similar to last year, these proposals are designed to work within the existing
structure of the 2002 Farm Bill to achieve savings of about $1 billion in 2007 and
about $7.7 billion over 10 years. Even with the proposed reductions, CCC expendi-
tures in 2007 are projected to remain $7 billion above the estimates made when the
Farm Bill was enacted.
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FARM PROGRAM DELIVERY

Recognizing the importance of our farm programs to the livelihood and ongoing
operations of farmers and ranchers throughout the Nation, we are continuing to re-
view the farm program delivery system to ensure we are providing the highest level
of customer service. In addition to the funding needed to support an adequate level
of staffing to deliver program benefits in a timely manner, our budget proposes re-
sources to make the IT investments that are critical to modernizing the delivery of
these programs. I appreciate the Committee’s support for efforts that have been
made in recent years to design and implement a common computing environment
(CCE) that allows the service center agencies to communicate via the internet and
take advantage of shared services. However, critical needs remain in updating the
so-called legacy farm program delivery systems that are currently operated with
decades-old software and hardware that is no longer produced. It is imperative that
these systems be updated so they can also take advantage of the CCE, a modern
web-based system, and make the fullest use of investments being made to improve
geographic information systems and data. The budget proposes %14 million to con-
tinue an effort to enhance the efficiency of program delivery by redesigning business
processes and developing the IT systems to carry out those processes. I would appre-
ciate the Committee’s favorable consideration of this proposal.

CROP INSURANCE

Crop insurance is designed to be the primary Federal risk management tool for
farmers and ranchers. Crop insurance expenditures are expected to grow by more
than 50 percent between 2001 and 2007 with the implementation of crop insurance
reforms in 2000, the expansion of the program to new crops, and the development
of new types of coverage. Despite this growth, since 2000, four ad hoc disaster pro-
grams have been authorized, covering 6 crop years. These ad hoc payments add up
to over $9 billion. The continued reliance on disaster assistance stems, in part, from
the low coverage level of catastrophic crop insurance (CAT), which provides a max-
imum of 27.5 percent of the crop value for a total crop loss. When natural disasters
occur, that low level of protection creates the demand for additional disaster assist-
ance.

In continuing the administration’s efforts to more effectively budget and admin-
ister crop disaster programs, the 2007 budget reproposes changes included in the
2006 budget to encourage producers to purchase more adequate crop insurance cov-
erage by tying the receipt of direct payments or any other Federal payment for crops
to the purchase of higher levels of crop insurance. This change would ensure that
the farmer’s revenue loss would not be greater than 50 percent. Other changes in-
clude making catastrophic coverage more equitable in its treatment of both large
and small farms, restructuring premium rates to better reflect historical losses, and
reducing delivery costs. The combination of changes is expected to significantly im-
prove the program and save the Government approximately $140 million per year,
beginning in 2008. In total, this change should ensure that the majority of producers
have crop insurance and that the minimum coverage level is sufficient to sustain
the producer in times of loss.

The 2007 budget includes about $81 million in discretionary funding to administer
the Federal Crop Insurance Program, compared to about $76 million for 2006. In
support of our efforts to strengthen oversight and improve management efficiency,
the budget includes funding for the replacement of a decade old IT system that has
reached the end of its useful life. Funding is also included for additional staffing
needed to reduce fraud, waste and abuse in the crop insurance program. Addition-
ally, a legislative proposal will be submitted to collect a participation fee from insur-
ance companies to help share in the cost of modernizing the existing IT system be-
ginning in fiscal year 2008.

TRADE

As I mentioned, a top priority has been to restore access to the Japanese and
other markets for American beef overseas. Having achieved positive results, we are
disappointed that the Japanese market has temporarily closed again. The failure to
meet all of the requirements of our export agreement with Japan is unacceptable.
We are taking this matter seriously, recognizing the importance of our beef export
market, and we have taken swift and firm action to address the situation.

Last January after this incident occurred, I announced a series of follow-up ac-
tions we are taking to address this situation and outlined those actions in discus-
sions with Japanese officials, including the Minister of Agriculture, Forestry, and
Fisheries. Since then, the Department has conducted two detailed investigations of
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the incident, and we have provided the results to the Japanese Government for their
review.

We look forward to an expedited review of the situation by the Japanese Govern-
ment and the resumption of beef trade in the near future. It is also worth noting
that, despite the problems we have encountered with Japan, we are making
progress in reopening other markets. Hong Kong, Taiwan, and Singapore have re-
opened t}llleir markets while Korea formally announced its plans to resume imports
by March.

Expanding access to global markets is important for all U.S. food and agricultural
products, and plays a critical role in our efforts to ensure a prosperous future for
America’s farmers and ranchers. Our budget proposals for 2007 support our contin-
ued commitment to trade expansion activities. Increased funding is provided for the
Foreign Agricultural Service (FAS) to maintain its overseas office presence and con-
tinue its representation and advocacy activities on behalf of American agriculture.

A new FAS Trade Capacity Building initiative is funded for technical assistance
and training activities that will assist developing countries to strengthen their agri-
cultural policy-making and regulatory systems and become better trading partners.
By assisting these countries to adopt policies that meet World Trade Organization
standards and adopt regulatory systems that are transparent and science-based, we
will improve access for U.S. products to their markets. Also, by enhancing their abil-
ity to benefit from trade, we encourage them to become more forthcoming and sup-
portive in market access negotiations. These activities would complement the steps
APHIS will take to open offices in strategic foreign locations to address technical
sanitary and phytosanitary issues that can impede trade between the United States
and other countries.

For the foreign food assistance programs, the budget places increased emphasis
on meeting the highest priority emergency and economic development needs. Fund-
ing for the McGovern-Dole International Food for Education and Child Nutrition
Program is maintained at this year’s level, with a modest increase in participation
expected. The program is helping children in countries with severe needs in edu-
cation and nutrition, such as Afghanistan. Over a 5-year period, USDA is providing
over $50 million of assistance through the McGovern-Dole Program to Afghanistan
where it is helping to build schools, improve attendance, and feed about 60,000 stu-
dents each year.

Food for Progress programming carried out with CCC funding is projected to in-
crease slightly in 2007. The program provides assistance to developing countries and
emerging democracies that have made commitments and are taking steps to intro-
duce and expand free enterprise in their agricultural economies.

To address emergency needs this year, the supplemental appropriations request
submitted by the President on February 16 includes an additional $350 million for
Public Law 480 title II food aid donations, which is needed to bolster our response
to urgent food needs in several regions of Africa. With this funding, the United
States will be able to meet our target of providing 50 percent of the identified food
needs in Darfur and other regions of Sudan. It will also help us to respond to what
appears to be a burgeoning food crisis in East and Central Africa, which has been
brought on by disappointing rains and other problems.

The budget further enhances our ability to respond to emergency situations over-
seas in which food aid is critical to preventing famine and saving lives. In light of
a heightened demand for emergency food aid in recent years, all funding for Public
Law 480 food assistance in 2007 1s requested for the Title II donations program
which is increased by $80 million. To help improve the timeliness, efficiency, and
effectiveness of the U.S. Government’s response to emergency situations, increased
flexibility is requested in the purchasing of Title II commodities. The budget pro-
poses that the Administrator of the Agency for International Development (AID)
have the authority to use up to 25 percent of Title II funding to purchase commod-
ities in locations closer to where they are needed, such as neighboring countries.

FOOD SAFETY

The Nation’s current food safety inspection system has demonstrated that our
food supply is among the safest in the world. Recent data released by the Centers
for Disease Control and Prevention continues to show improvements based on his-
torical reductions in the incidence of foodborne illness. The continued reduction in
illnesses from pathogens like E. coli O157:H7 is a tremendous success story and
USDA is committed to continuing this positive trend in the future. These results
demonstrate that we are moving in the right direction. We have increased the focus
of our policies on the goal to reduce human foodborne illness by measuring the prev-
alence and types of food safety failures and using this knowledge to focus resources
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and attention where the risks are the greatest. Through these actions, we are pro-
tecting the public’s health through a safer food supply.

The 2007 budget provides for continued protection of the Nation’s supply of meat,
poultry and egg products and includes a program level of $987 million for FSIS.
This is an increase of $35 million over 2006. Approximately half of the increase in
funds is for pay, including monies required to maintain Federal support of State in-
spection programs to meet the demand for inspection services. The remaining
amount is for program changes, including funding to allow FSIS to move towards
a more robust risk-based inspection system.

In order to take further steps towards a more enhanced risk-based inspection sys-
tem, funds are requested to develop risk-based verification and enforcement strate-
gies that take into account the hazards posed by products and how well establish-
ments are controlling those hazards. This would include additional microbiological
sampling, inspector training, and the creation of an establishment database. Infor-
mation from these initiatives will enable FSIS to wisely allocate resources to pri-
ority areas and provide increased understanding of which food safety systems pre-
vent foodborne illness and promote the public’s health. In addition, funding is re-
quested to increase the speed at which the agency collects, analyzes, and reports
Salmonella testing data, which will improve the agency’s response to outbreaks of
foodborne illness.

The budget also requests funding to expand the Food Emergency Response Net-
work (FERN) in support of the Food and Agriculture Defense Initiative. With this
funding FSIS will continue to develop the network of food laboratories and the re-
sult will be an increase in the capability of a network of coordinated Federal, State
and local laboratories to handle large volumes of testing that would be needed for
biosurveillance or in the event of a widespread food emergency.

For FSIS, the budget requests an appropriation of $863 million and $124 million
in existing fees. In addition, the budget includes $105 million that would be derived
from new user fees to recover the cost of providing inspection services beyond an
approved 8-hour-primary shift.

CONSERVATION

The 2002 Farm Bill represented an unprecedented commitment to conservation.
The 2007 budget continues to support this commitment with a record level $4 billion
request in mandatory funding to expand enrollment in these programs by an addi-
tional 23 million acres. Under the proposal, USDA would provide conservation as-
sistance on 197 million acres, the greatest amount of conservation assistance in his-
tory.

Within the total amount, the budget proposes over $400 million for the Wetlands
Reserve Program (WRP), an increase of $153 million, or 61 percent over 2006. The
projected WRP enrollment for 2007 would be the largest ever, involving 250,000
acres, and will bring the total acreage enrolled in the program to over 2.2 million
acres. The WRP is the principal supporter of the President’s goal to restore, protect,
and enhance 3 million acres of wetlands over 5 years beginning in 2004.

Funding for the Conservation Security Program would be increased by $83 mil-
lion, or 32 percent, to continue to extend the program to additional watersheds in
2007. Finally, the 2007 budget supports a net increase in enrollment of 2.7 million
acres in the Conservation Reserve Program (CRP), which would bring total program
enrollment to 38.9 million acres by the end of 2007, a 7 percent increase in cov-
erage. CRP funding represents more than one-half of the total for all Farm Bill con-
servation programs.

The 2007 budget also includes $788 million in discretionary funding for on-going
conservation work. This is a decrease of $207 million below the 2006 enacted level
and reflects the realignment of the administration’s priorities to direct limited con-
servation funding to the highest priority natural resource concerns. USDA will be
able to deliver high quality and timely technical assistance to farmers and ranchers
to address natural resource concerns on their operations. The budget does not re-
quest funding for watershed operations and planning, Grazing Lands Conservation
Initiative, and earmarked projects. The budget also proposes to reduce the number
of Federal coordinator positions funded under the Resource Conservation and Devel-
opment (RC&D) program, for a savings of $25 million. Under this proposal, the
number of authorized RC&D areas would be maintained at the current level of 375
but coordinators will be responsible for providing assistance to multiple areas.

RURAL DEVELOPMENT

The 2007 budget includes $14.4 billion in direct loans, loan guarantees and grants
to improve the economic opportunities and quality of life in rural America. This as-
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sistance will be used to finance rural businesses, electric and telecommunications
facilities, water and waste disposal projects and other community facilities; provide
homeownership opportunities; and revitalize USDA’s portfolio of multi-family hous-
ing projects. Most of the on-going rural development programs are maintained at
current levels. There is a $3.6 billion reduction in 2007, which is due primarily to
the exclusion of $1.6 billion in 2006 supplemental emergency funding for the Gulf
Coast hurricanes and $1.5 billion for a 2002 Farm Bill program to guarantee notes
of private sector electric and telephone borrowers.

The on-going electric and telecommunications programs are funded at the antici-
pated level of demand, over $4.9 billion in direct loans. About $200 million of this
amount is expected to be used for new power supply projects for renewable energy
that will support the President’s energy policy.

The community facilities program provides direct loans, guarantees, and grants
to finance essential community facilities, with priority given to health and safety fa-
cilities. The 2007 budget provides $297 million in direct loans, $208 million in guar-
antees, and $17 million in grants for this program—the same as was available for
2006. This level of funding will support over 560 new or improved health care facili-
ties, child care, fire and emergency services and other facilities lacking in rural
America.

The proposed budget for the water and waste disposal programs would support
almost $1.1 billion in direct loans. The program would be supported through loan
subsidies and grants at about the same level in 2006—$514 million for 2007 com-
pared to $525 million for 2006. However, a greater portion of the subsidy would be
applied to reducing interest rates charged to borrowers rather than providing
grants. For most communities, which normally receive a combination of loan and
grant assistance, the reduction in interest rates would be of greater benefit in terms
of lowering the overall debt servicing costs of their projects, than they would other-
wise receive from an equivalent amount of grant.

The 2007 budget would support $4.8 billion in direct and guaranteed loans for sin-
gle-family housing, about the same level as available for 2006. This level of assist-
ance will provide homeownership opportunities for nearly 41,000 rural families.

The business and industry program is maintained at a level of about $1 billion
in loan guarantees. The value-added program is also maintained at its current level
of $19 million in grants. Overall, the rural development business programs are ex-
pected to create or save over 56,000 rural jobs.

The 2007 budget reproposes the administration’s initiative to revitalize its port-
folio of multi-family housing projects, which are home to close to half a million low-
income families. A recent Supreme Court decision allows project sponsors to prepay
their loans and convert their projects to uses other than low-income housing, put-
ting tenants at risk of higher rents and potential loss of housing. A priority under
the administration’s initiative will be on providing housing vouchers to protect the
rents of tenants of projects that are withdrawn from the portfolio. The administra-
tion will also pursue enactment of legislation it has already submitted to Congress
to authorize debt restructuring and other incentives for project sponsors to remain
in the program and make necessary repairs.

RESEARCH

The 2007 budget funds the highest priority research issues facing American agri-
culture and increases the use of competition to improve the quality of research. The
budget includes a $66 million increase for the National Research Initiative, the Na-
tion’s premier competitive, peer-reviewed research program for fundamental and ap-
plied sciences in agriculture. The increase includes funding for high priority initia-
tives in food and agricultural security, gene mapping, the ecology and economics of
biological invasions, plant biotechnology and water security. The budget also in-
cludes $107 million in increases for high priority research conducted by ARS sci-
entists in areas such as food and agricultural defense, bioenergy, plant and animal
genomics and genetics, and human nutrition and obesity prevention. These lines of
investigation have great potential to benefit producers and consumers; assure an
abundant, safe, and inexpensive supply of food; and ensure the preservation of our
natural resource base.

While the 2007 budget continues overall funding for both the Hatch and McIntire-
Stennis programs at the 2006 appropriated level, the budget proposes an increase
in the use of competition to improve the quality of USDA supported research. The
2007 budget includes a proposal to modify the Hatch and McIntire-Stennis formula
programs so that over half of the funds would be competitively awarded by 2011.
Under the proposal, the Hatch formula program would be modified by expanding
the multi-State research component from the current base of 25 percent to about
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55 percent of total Hatch funding. In 2007, 35 percent of Hatch funds will be award-
ed competitively to multi-State/multi-institutional projects. Over the course of the
next 4 years, the remaining multi-State formula funds would be phased into com-
petitive funding through an additional 5 percent increase each year as existing
projects are completed. Therefore, by 2011, about 55 percent of funding under the
Hatch program will be for competitively awarded multi-State projects and about 45
percent would be allocated as formula funds.

The 2007 budget also modifies the McIntire-Stennis formula program by creating
a multi-State research program that will comprise 59 percent of program funding.
The proposal calls for all McIntire-Stennis multi-State funds to be distributed
through competitively awarded grants in 2007. These proposals take into account
the expressed concerns of USDA partners in the land grant community, including
smaller institutions, regarding the proposal in the 2006 budget. As a result, this
new approach would sustain the use of Federal funds to leverage non-Federal re-
sources, maintain program continuity, facilitate responsiveness to State and local
issues, and leverage and sustain partnerships across institutions and States. Our
intention is to craft the details of the programs in consultations with our land grant
and forestry college partners.

NUTRITION ASSISTANCE

The budget contains sufficient resources to fully fund expected participation, food
cost inflation and contingency funds for the Department’s three major nutrition as-
sistance programs: Food Stamps; Women, Infants and Children (WIC); and Child
Nutrition. Participation levels fluctuate with economic conditions and the budget
keeps pace. WIC participation is expected to grow slowly in 2007 to a total of 8.2
million participants. Food Stamp participation is expected to decrease about 4 per-
cent from the 2006 projection to about 25.9 million in 2007 as people affected by
the hurricanes in the Gulf States get back on their feet. School Lunch participation
is estimated to grow about 2 percent to keep pace with the growing student popu-
lation, as it has in recent years, to a new record level of 30.9 million children per
day.

For Food Stamps, legislation will be proposed that would exclude all qualified re-
tirement savings accounts from eligibility determinations regardless of how other
programs treat them. By 2009, this would allow about 100,000 additional people to
participate who otherwise would have been ineligible unless they spent down their
retirement savings. This would add an estimated $48 million in costs for 2007 and
about $146 million in 2009 when fully implemented. The 2007 budget also repro-
poses legislation to restrict participation among certain households with incomes or
resources above normal eligibility thresholds. Affected households are those that do
not receive cash Temporary Assistance for Needy Families (TANF) benefits, but be-
come categorically eligible for food stamps because they receive a TANF-funded
service, including one-time information and referral. This change would reduce costs
by an estimated $71 million in 2007, with additional savings in subsequent years.

The WIC request provides full funding for all those estimated to be eligible and
seeking services. At the same time, the Department will work with stakeholders to
contain costs and continue to improve the program’s performance. WIC legislative
proposals include limiting administrative funding to 25 percent of total program
costs, and limiting categorical eligibility to those with incomes under 250 percent
of poverty. Also, the budget proposes legislation to require 20 percent State match-
ing for WIC administrative costs. The proposal would take effect in 2008, after State
legislatures have had time to appropriate the matching funds. WIC is one of the few
Federal programs that does not require States to provide matching funds for admin-
istrative costs.

The 2007 budget does not request funding for the Commodity Supplemental Food
Program (CSFP), which is not available nationwide and duplicates two of the Na-
tion’s largest Federal nutrition assistance programs—Food Stamps and WIC. Eligi-
ble women, infants and children participating in CSFP will be encouraged to mi-
grate to the WIC Program. Eligible elderly CSFP recipients will be encouraged to
migrate to the Food Stamp Program, where most are believed to be eligible. The
budget includes temporary transitional benefits for CSFP participants 60 years of
age or older equaling $20 per month for the lesser of 6 months or until the recipient
starts participating in the Food Stamp Program.

DEPARTMENT MANAGEMENT

The 2007 budget builds upon our progress in improving overall management of
the Department. Increased funding is being sought for selected key priorities:
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—Beginning the acquisition of a modern core financial system to replace USDA’s
outdated system, which is no longer supported by a vendor. The current system
relies on software that no longer meets financial management standards. The
adoption of technology that meets these standards will increase the efficiency
of the system, allow for less costly updates and strengthen internal controls.

—Completing the expansion of the successful Equal Employment Opportunity
complaints processing system to include complaints of discrimination levied by
participants in the Department’s programs.

—Continuing renovations of USDA facilities in order to ensure that employees
and customers have a safe and modern working environment.

Over the course of the past year, USDA has continued to achieve success in imple-
menting the President’s Management Agenda (PMA). The PMA focuses our efforts
on those things that are most critical to good management, including sound finan-
cial systems, innovative uses of IT, and ensuring the effective use of human re-
sources. A major part of this effort has been the use of Program Assessment Rating
Tool (PART) to inform funding and management decisions. Under PART, USDA has
evaluated 70 programs and developed plans to improve their performance. These
improvement plans are available to the public on the recently released
ExpectMore.gov website. The website provides the public with easily accessible in-
formation about Federal programs, their performance, and actions the administra-
tion is taking to improve performance in the coming year. The website is a new tool
to help increase transparency and accountability in Federal programs.

In summary, I want to emphasize that the President is serious about reducing
the deficit to help maintain strong economic growth. This budget sets clear priorities
for U.S. agriculture, conservation, and nutrition while responsibly restraining
spending. This budget puts us in the right direction for reducing the deficit and pro-
tecting future generations of American producers by establishing the foundation for
a strong economy.

That concludes my statement. I look forward to working with members and staff
of the Committee and will be glad to answer questions you may have on our budget
proposals.

PREPARED STATEMENT OF ANNABELLE ROMERO, DEPUTY ASSISTANT SECRETARY FOR
C1viL RIGHTS, OFFICE OF ASSISTANT SECRETARY FOR CIVIL RIGHTS

Mr. Chairman and members of the Subcommittee, thank you for the opportunity
to submit this statement supporting the President’s fiscal year 2007 budget proposal
for the United States Department of Agriculture’s (USDA) Office of the Assistant
Secretary for Civil Rights (ASCR).

The Office of the ASCR provides policy guidance, leadership, outreach, coordina-
tion, training, and complaint prevention and processing for USDA. Our mission is
to provide equal opportunity, equal access and fair treatment for all USDA cus-
tomers and employees.

The Office of Civil Rights has made significant progress in addressing major civil
rights challenges at USDA since the establishment of the ASCR position. The Office
of Civil Rights began fiscal year 2005 with 1,331 pending EEO complaints and
ended fiscal year 2005 with 1,402 EEO complaints. During fiscal year 2005, 662 new
EEO complaints were received, and a total of 591 EEO complaints were closed. The
Office started the fiscal year 2005 year with 363 pending program complaints and
ended fiscal year 2005 with 404 program complaints.

FISCAL YEAR 2007 OBJECTIVES

The Office of Civil Rights has the following four overarching strategic objectives

for fiscal year 2007 that contributes to the Department’s success. They are to:

—Ensure equal opportunities for employees and applicants and equal access for
USDA customers.

—Ensure that equal employment opportunity and civil rights complaints are proc-
essed timely, efficiently, and in a cost effective manner.

—Increase USDA-wide awareness and use of Alternative Disputes Resolution
(ADR) for early resolution of civil rights complaints and non-civil rights dis-
putes.

—Establish effective outreach programs in USDA.

FISCAL YEAR 2007 KEY OUTCOMES

The Office of Civil Rights plans to achieve the following key outcomes in fiscal
year 2007: (1.) A reduced number of equal employment opportunity and civil rights
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program complaints. Increasing the education and awareness of civil rights is likely
to decrease the number of EEO and civil rights program complaints filed. (2.) Effi-
cient and cost effective processing of equal employment opportunity and civil rights
program complaints within the regulatory timeframes. (3.) Timely and effective res-
olution of a larger number of civil rights and non-civil rights complaints through in-
creased awareness and use of Alternative Dispute Resolution. (4.) Effective outreach
programs in every agency. Strengthening the agencies’ outreach efforts, developing
outreach policies, and providing training on best outreach practices to ensure timely
access to all customers, thereby improving minority and underserved population
participation in USDA programs.

FISCAL YEAR 2007 BUDGET REQUEST

The fiscal year 2007 Appropriation request for the Office of Civil Rights is $22.7
million. This is an increase of $2.7 million over fiscal year 2006. The funding re-
quest includes increases for the following:

—Civil Rights Enterprise System Improvement—$1.987 million.—Funds for the
Civil Rights Enterprise System are requested to continue the expansion of the
complaints processing system. USDA agencies will be able to interface on a
web-based system that will provide customers and employees real-time data re-
garding their discrimination complaints.

—Compliance Monitoring Activities $0.354 million.—The Office of Civil Rights is
mandated to conduct compliance reviews in the employment and program divi-
sion. However, funding is needed to meet new requirements designed to meet
the affirmative employment goals of the Equal Employment Opportunity Com-
mission’s Management Directive 715. Compliance reviews will result in civil
rights complaint prevention and reduction.

—Pay cost $0.401 million.—The request for pay cost is for the anticipated fiscal
year pay raise.

I would like to emphasize the importance of the Committee’s approval of the
President’s $22.7 million budget for USDA’s Office of Civil Rights. The proposed
budget will help ensure that USDA continues progress in providing fair and equi-
table delivery of its services and programs to our customers and also protects the
civil rights of USDA employees.

PREPARED STATEMENT OF PETER J. THOMAS, DEPUTY ASSISTANT SECRETARY,
DEPARTMENT OF ADMINISTRATION

Mr. Chairman and members of the Subcommittee, I want to thank you for the
opportunity to submit this statement supporting the President’s budget proposal for
fiscal year 2007 for the Department of Agriculture’s (USDA) Departmental Adminis-
tration.

Departmental Administration (DA) is responsible for a wide range of activities.
Our mission is to promulgate Department-wide policies in areas such as Human Re-
sources, Procurement, Property Management, Ethics, Security, and similar key ad-
ministrative areas. DA also provides comprehensive facilities support services for
the owned and leased offices that USDA has throughout the National Capital Area.
Furthermore, DA directly provides the Secretary, his Subcabinet, and the principal
staff offices with a full suite of administrative support. Because of DA’s direct re-
sponsibilities over USDA’s headquarters operations, and its policy oversight of
USDA’s vast property and human assets, it is also responsible for providing security
both for worksites and, more importantly, for the employees housed in those work-
sites. Since September 11, 2001, DA has, largely using funds provided in the 2002
homeland security supplemental appropriations, greatly enhanced its protection of
USDA’s staff and its critical infrastructure.

My statement covers three appropriations: The Departmental Administration Di-
rect Appropriation, which funds most of our offices; the Agriculture Buildings and
Facilities and Rental Payments Appropriation for the National Capital Area facili-
ties and rental payments to the General Services Administration (GSA) for space
occupied nationwide by USDA agencies except the Forest Service; and the Haz-
ardous Materials Management Appropriation which funds clean-up activities under
the Comprehensive Environmental Response, Compensation, and Liability Act
(CERCLA). I would like to address the Agriculture Buildings portion first since our
South Building renovation project, a key priority, is funded from this source.
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AGRICULTURE BUILDINGS AND FACILITIES

The fiscal year 2007 budget request for Agriculture Buildings and Facilities and
Rental Payments of $209.8 million includes $155.9 million for rental payments to
GSA and, $53.9 million for operations, maintenance, repair, and security of our ex-
isting four-building headquarters’ facilities, including $14.1 million towards repair-
ing and renovating the aging South Building.

Consistent with our goal to ensure a safe and functional USDA workplace, the
$14.1 million funding to continue the repair and renovation of the South Building
is critical. Funding for this project was not available in fiscal years 2004—2006 and
it is important to resume funding for these renovations. This is a massive, multi-
year project, and every year that we lose lengthens the period during which 6,500
employees and thousands of visitors per year are exposed to health and safety haz-
ards. The project began in 1998 and was designed to be accomplished in eight
phases. Three phases have been completed and are occupied. Design of Phase 4A
and construction of the new mail center facility began in September 2004. Among
other things, critical work is being done on fire protection systems, abatement of
hazardous materials and replacement of aged, unreliable and inefficient utility sys-
tems. The requested fiscal year 2007 funding will allow USDA to conclude construc-
tion of Phase 4 and to design Phase 5.

DEPARTMENTAL ADMINISTRATION DIRECT APPROPRIATION

The fiscal year 2007 request for the Departmental Administration (DA) Direct Ap-
propriation is $28.3 million. We have made significant progress in a number of
areas funded by the Departmental Administration Direct Appropriation, and I
would like to outline some of them here and explain our proposals for continued im-
provement in fiscal year 2007.

PHYSICAL SECURITY

As previously discussed, physical security in the National Capital Region is ad-
dressed within the Agriculture Building and Facilities Appropriation. DA also has
responsibility for physical security policy for USDA owned and leased facilities
worldwide. USDA conducts its programs in approximately 25,000 structures at more
than 7,000 sites around the world. The Office of Procurement and Property Manage-
ment within DA provides overall leadership and direction to USDA agencies in the
management and coordination of security for these facilities. Major activities include
policy development, education and training, and security assessments of facilities.

After September 11, USDA understood there was a need to rethink the way it had
historically approached physical security enhancements at its facilities. Given the
number of buildings and sites at which USDA conducts its business and the finite
resources available, we needed to find a process that would link available resources
to our most critical needs and priorities. Partnering with each of our agencies, we
developed an inventory of mission critical facilities where we should first focus our
security efforts. Among the sites reviewed were labs conducting research involving
biohazardous materials; labs responsible for protecting the Nation’s food supply; fa-
cilities housing valuable germplasm collections; labs in foreign countries; USDA
computer centers processing payroll, vendor, and program payments; and facilities
housing aircraft. We hired a small staff of physical security specialists and retained
contractors to perform security assessments at our critical facilities using a risk-
management approach advocated by the Government Accountability Office. We also
retained contractors to install security enhancements and develop a database, the
Geographic Security Information System, to help us manage and track the progress
in enhancing security to our mission critical facilities at the various locations. Fol-
lowing the guidance within Homeland Security Presidential Directive (HSPD) 7, this
database was integrated into a Geographical Information System. To date we have
completed security assessments at approximately 90 percent of “mission critical” fa-
cilities. We have also developed a comprehensive manual that provides our agencies
with standards and guidelines as we continue to assess and improve our security
posture with regard to: chemical, biological and radiological agents; information
technology; food safety; animal and plant research; water resources; and aviation as-
sets.

In accordance with HSPD 7 (facility security assessment required) and HSPD 9
(facility security assessment conducted every 2 years), USDA is developing a self-
assessment tool to be used by facility managers at any USDA location. This tool will
serve as standard guidance for managers of smaller offices and facilities across the
country. The site directors at these smaller facilities will have the capability to re-
motely provide critical site-specific security information to a security analyst in one
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central office and then be provided security guidance for their site. This guidance
will enhance the protection of their facility and mission critical assets.

In late 2005, DA began implementing HSPD-12 (Smart Card), following OMB and
USDA guidance, for Personal Identification Verification (PIV). Under PIV, all new
employees and new contractors must have a successful fingerprint processed by the
FBI and a successful “National Agency Check with Inquiries” (NACI) by Office of
Personnel Management (OPM), in order to receive a permanent badge with access
rights to Federal facilities. In fiscal year 2006, the Office of Operations within DA
provided guidance to all USDA agencies in the National Capital Region on issuing
identification badges for new employees and contractors. DA will be determining
which current USDA employees need to have a NACI processed in order to receive
their permanent badge. This will be completed following a set schedule over the
next 2 years. DA procedures are in full compliance with HSPD-12 PIV Stage 1.

CONTINUITY OF OPERATIONS PLANNING

DA continues to be an active participant in the Continuity of Government (COG)
and Continuity of Operations (COOP) programs in the Department. One of our pri-
mary functions is to review the Department’s and USDA agencies’ COOP Plans on
a regular basis to ensure responsiveness to current threat situations. To ensure plan
viability, formal revision of all USDA COOP Plans will continue as a biennial re-
quirement. In order to maintain readiness, USDA continues to conduct functional
exercises and planning workshops. In fiscal year 2005, revisions to the USDA Head-
quarters COOP Plan were based on the updated Federal Preparedness Circular 65
requirements to develop devolution, reconstitution, and human capital plans. A
functional exercise was conducted in June 2005 to disseminate lessons learned from
the previous planning cycle. USDA had a robust participation in an interdepart-
mental exercise conducted in late June 2005. In fiscal year 2006, the USDA Head-
quarters plan will be revised to include pandemic influenza planning, refinement of
devolution, reconstitution and human capital plans will continue, functional exer-
cises will consist of a major interagency COOP exercise, evaluation of agency-spon-
sored exercises and COOP activities, Department-wide COOP awareness training,
and the beginning of a formal revision of the HQ COOP Plan and agencies’ supple-
ments. In addition, support to the National Emergency Management Team will con-
tinue. In fiscal year 2007, agency supplement COOP plans will be formally re-
viewed; functional exercises will consist of testing pandemic influenza planning and
participation in a major interagency COOP exercise, evaluation of agency-sponsored
exercises and COOP activities, and the continuation of Department-wide COOP
awareness training. Our fiscal year 2007 request includes $760,000 to ensure USDA
is compliant with Executive Orders and Presidential Directives dealing with Emer-
gency Preparedness and the requirements for Federal Executive Branch Continuity
of Operations. With this increase, DA will have the funding needed to maintain the
COOP for the Office of the Secretary, provide guidance and training to mission
areas'11 and provide support and training to USDA’s National Emergency Prepared-
ness Team.

PERSONNEL AND INFORMATION SECURITY

USDA will continue to improve the personnel security program in fiscal year 2007
through re-engineering and modernization efforts. The fiscal year 2005 in-house ad-
judication and processing time averaged 22 workdays after receipt of the final back-
ground investigation report. These efforts are closely aligned with the President’s
Management Agenda eGovernment Initiative “e-QIP” (electronic processing of secu-
rity questionnaires). Key Departmental personnel are now fully trained and capable
of using the e-QIP system to electronically submit investigative requests. This sys-
tem has resulted in further improvements in staff efficiency and additional reduc-
tions in processing and handling time for personnel security cases. Restoring our
personnel security program has increased the reliability of public trust positions and
ensures that staff members are cleared for national security classified information
in positions needing such access. Annually, the Department requires approximately
2,400 investigations and reinvestigations each year to maintain the currency of its
employees.

USDA revitalized an information security assurance program intended to safe-
guard national security information. The post-September 11 environment has made
it clear that all Federal agencies have to make sure that national security informa-
tion is properly safeguarded. Adding further importance, the USDA has been grant-
ed original classification authority to classify national security information to the se-
cret level. To implement an effective program to safeguard this information, USDA
has added information security specialists to the staff, launched an information se-
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curity web site, drafted a security classification guide, briefed senior leadership on
national security classification, and provided supplemental training to managers
and front line staff. Finally, USDA established an inter-agency work group that in-
cludes nine additional Departments/agencies to address common issues, including
development of an automated on-line security awareness refresher briefing for gov-
ernment-wide use

The fiscal year 2007 request includes an increase of $1,840,000 to provide funds
to ensure the Personnel and Document Security Program is operational and compli-
ant with the Executive Orders and Presidential mandates. USDA plans include: de-
velopment of training programs for employees who have security clearances; meet-
ing the requirement that adjudicative results are furnished to the Office of Per-
sonnel Management within 90 days of receipt of a closed background investigations;
and operating and maintaining an enterprise data base on national security clear-
ances issued by the Department.

HUMAN CAPITAL MANAGEMENT

The Office of Human Capital Management (OHCM) in DA provides policy guid-
ance to USDA agencies on human capital management, one of the five initiatives
of the President’s Management Agenda. USDA faces a number of human resources
challenges. Over the next few years, it is anticipated that an unprecedented number
of executives and managers will retire, as will many of our cadre of researchers, vet-
erinarians, and other critical professionals. Our workforce must be competent, reli-
able and dedicated to new business and scientific challenges in research, food safety,
trade, and agricultural production and conservation. During fiscal year 2005, this
office published the Strategic Human Capital Plan that set direction and frame-
works for measuring accomplishments achieved in workforce planning, employee
and leadership development, recruitment and retention, and performance manage-
ment. USDA agency plans provide workforce assessments and strategies to narrow
skill gaps in agency mission critical occupations, and link them to recruitment, hir-
ing, and retention strategies to help meet succession plans. OHCM and other USDA
agencies are developing an annual Recruiting Plan, including an evaluation process
for cost-effectiveness to improve hiring and recruitment strategies. OHCM is leading
USDA to strengthen its performance appraisal programs by aligning individual em-
ployee performance expectations with agency goals. As of the fourth quarter of fiscal
year 2005, over 60 percent of USDA’s employee performance plans are aligned with
agency goals, as reflected in the PMA scorecard for human capital.

Departmental Administration is requesting an increase of $2,348,000 for pro-
viding support to policies and technical guidance for enhancements to HR perform-
ance programs. DA plans to review the current performance systems in USDA and
evaluate possible alternatives that are available to Federal employees. More empha-
sis will be placed on contemporary performance-based solutions rather than historic
processes.

ENTERPRISE HUMAN RESOURCES SYSTEM

In order to secure the benefits of improved human resources management pro-
grams and to capture the data needed for workforce planning and organizational re-
structuring, DA has committed to building a Department-wide Human Resources
Enterprise System (HRES). The system holds great promise to unify the manner in
which agencies process personnel transactions, provide more timely and consistent
workforce information, and enable improved management of USDA’s Human Cap-
ital. In our commitment to building a Department-wide HRES, DA is actively en-
gaged in the Department-wide implementation and deployment of Automated Re-
cruitment Web-based Systems to streamline the hiring process to meet the 45 day
hiring model set forth by OPM in order to meet the requirements of the Recruitment
One-Stop initiative under the Presidential Management Agenda for eGovernment.
DA is actively participating in other OPM Presidential Management Agenda initia-
tives including the Human Resources Line of Business to fulfill the vision of an HR
shared service center complete with common solutions to standardized HR business
processes, and the implementation of the Enterprise Human Resources Integration
suite of products. DA is also collaborating with mission areas and staff agencies on
the feasibility of a Department-wide web-based Worker’s Compensation system with
a direct link to the Department of Labor in an effort to meet the requirements of
the President’s “Safety, Health and Return to Work” initiative.

GOVERNMENT ETHICS PROGRAM

The Office of Ethics succeeded in reviewing virtually all of the nearly 1,000 finan-
cial disclosure reports submitted by USDA officials in a timely manner. We have
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implemented a web-based ethics training program that is used throughout the De-
partment and in several Executive Branch organizations outside USDA. The major-
ity of these training modules were migrated to AgLearn in fiscal year 2005. The Of-
fice of Ethics has developed an Ethics Orientation module for new USDA employees.
The module is in a final testing phase and will be available in 2006. Also in final
stages of testing is a self-service “walk through” guide to post-employment. More
than 98 percent of the USDA employees required to submit financial disclosure re-
ports completed ethics training in 2005.

PROCUREMENT POLICY

DA continues to lead the implementation of the Integrated Acquisition System
(IAS). IAS is a web-based commercial off-the-shelf procurement and contract man-
agement generation and administration tool. It provides USDA with an enterprise
solution for requisitioning, automated workflow, commitment accounting, funds con-
trol, and contract closeout functions used by the procurement and financial commu-
nities. Additionally, it provides real-time interface to the Department’s financial sys-
tem in accordance with the Joint Financial Management Improvement Program.
IAS supports e-Government legislation, Presidential Initiatives to improve the oper-
ation of government, and complements the Federal Integrated Acquisition Environ-
ment. Several USDA agencies have been implemented and we are working toward
full deployment across the Department by the end of fiscal year 2006.

USE OF BIOFUELS

The Department’s continuing commitment to biofuels resulted in an estimated
207,600 gasoline gallon equivalents of biofuels (ethanol and biodiesel) used in USDA
fleet vehicles, equipment, and facilities in fiscal year 2005 an increase of 72 percent
over fiscal year 2004. Use of E85 ethanol fuel reached a new high in fiscal year
2005, to 179,625 gallons. This continued increase is a successful result of the E85
promotion program USDA initiated in fiscal year 2003, which included awareness
training for Departmental headquarters and field fleet managers, providing them
with E85 bumper stickers and other materials for use with USDA’s ethanol-gasoline
flexible fuel vehicles. USDA’s flex-fuel E85 fleet inventory grew from 3,079 vehicles
in fiscal year 2004 TO 3,267 vehicles in fiscal year 2005. In fiscal year 2006, USDA
is focusing on further increasing the use of B20 biodiesel and E85 ethanol as a
prime strategy to meet the new alternative fuel use requirements of the Energy Pol-
icy Act of 2005 and the Executive Order 13149 of 20 percent petroleum reduction
target for fleet vehicles.

FEDERAL BIOBASED PRODUCTS PROCUREMENT PREFERENCE PROGRAM

Section 9002 of the 2002 Farm Security and Rural Investment Act of 2002 (Public
Law 107-171) directed the USDA to develop and implement a procurement pref-
erence program for biobased products. DA is leading the design, development, test-
ing, and USDA implementation of what is now known as the Federal Biobased
Product Preferred Procurement Program (FB4P). The FB4P will consist of:

—a biobased product preference program; and

—a biobased product procurement promotion program. Section 9002 of the 2002

Farm Security and Rural Investment Act of 2002 (Farm Bill) (Public Law 107—
171) mandates Federal agencies to have a biobased product procurement pref-
erence program in place within 1 year after guidelines pertaining to procure-
ment preferences for these products are published. These guidelines were pub-
lished as a final rule in the Federal Register on January 11, 2005.

On January 10, 2006, USDA completed its Affirmative Procurement Program
(APP) and posted it on its biobased website at http:/www.usda.gov/biobased. The
APP formally establishes USDA’s Biobased Procurement Program for USDA-des-
ignated biobased items and provides agency-wide guidance for implementing an ef-
fective program. USDA’s Biobased APP ensures items composed of biobased mate-
rial will be purchased to the maximum extent practicable and meets the require-
ments of the final rule. The APP will also serve as the government-wide model to
achieve the Section 9002 goals of the 2002 Farm Bill. Early in fiscal year 2006,
USDA conducted a 3-month Biobased Pilot Project designed to test biobased/bio-
degradable food-service products such as cups, plates, cutlery, etc. During the pilot,
over 33,000 patrons were served and cafeteria operations and services were not ad-
versely impacted by the change to biobased products. The full-cycle approach of the
pilot project: (1) replaced 100 percent of current Styrofoam and plastic food service
items with biobased products wherever possible; (2) provided training to patrons on
how to dispose of waste to prevent contamination with non-compostables and to
compost the cafeteria residuals; (3) diverted cafeteria-derived organic recyclables
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from landfill disposal to a beneficial horticultural use; and (4) resulted in the pro-
duction of over 44 cubic yards of compost to be used in the Whitten Building gar-
dens. Overall USDA considers the pilot a success and will continue to promote
biobased products in the future.

REAL PROPERTY ASSET MANAGEMENT

USDA is proactively implementing Executive Order 13327, Federal Real Property
Asset Management, which establishes a Presidential Management Initiative pro-
moting the efficient and economical use of America’s real property assets to assure
management accountability for implementing Federal real property management re-
forms. USDA will focus on six major areas as the foundation for future efforts and
compliance: real property management organization; real property planning and
budgeting activities; utilization of inventory data in decision-making; performance
measures and continuous monitoring asset inspection and condition index; and di-
vesting ourselves of un-needed real property.

In fiscal year 2004, USDA designated a Senior Real Property Officer (SRPO) to
oversee implementation of this Executive Order. The SRPO established a Real Prop-
erty Council within USDA to assist with this effort. By the end of fiscal year 2006,
USDA will have an Asset Management Plan, incorporating final guidance provided
by the Federal Real Property Council, in place and will have established a strategy
for implementation of the performance measurements to achieve the goals and ob-
jectives outlined in the Asset Management Plan. USDA’s goal is to achieve a yellow
rating on the President’s Management Agenda Asset Management scorecard in fis-
cal year 2006.

USDA initiated a major corporate project to implement the first department-wide
real property automated information system to improve management controls and
accountability. This new department-wide system, Corporate Property Automated
Information System (CPAIS), which was implemented in May 2004, provides an in-
tegrated solution, which standardizes USDA real property accounting (subsidiary
ledger to the Foundation Financial Information System (FFIS)), real property busi-
ness processes and provides management of the entire real property portfolio includ-
ing owned real property, commercial leases, and General Services Administration
assignments. In fiscal year 2006 and 2007, USDA will integrate personal property
into CPAIS, thereby eliminating old legacy systems, and managing its assets to
make maximum use of resources provided.

EXCESS PERSONAL PROPERTY PROGRAM

Section 923 of the Federal Agriculture Improvement and Reform Act of 1996, au-
thorized the Secretary of Agriculture to transfer excess Federal personal property
to any of the 1994 Tribal Institutions, Hispanic-Serving Institutions, and the 1890
colleges and universities, including Tuskegee University. In fiscal year 2005, USDA
transferred $2.3 million worth of excess personal property under the program, bring-
ing the total to greater than $20.9 million since the program began in fiscal year
1998. This program provides much needed property and equipment to institutions
that otherwise would not be able to acquire property due to limited funds and will
improve the institutions’ capability in the areas of research, education, and technical
and scientific activities.

SMALL & DISADVANTAGED BUSINESS UTILIZATION

USDA is a leader in the Federal Government in achieving small business program
contracting goals. The Office of Small and Disadvantaged Business Utilization
(OSDBU) utilizes an active outreach program to identify available small, small and
disadvantaged, Historically Underutilized Business Zone (HUB Zone), service dis-
abled veteran-owned, and women-owned businesses; to expand the number of small
businesses securing contracts with USDA; to identify and provide assistance to un-
derserved areas; and to identify and eliminate contracting barriers that prevent or
restrict small business access to USDA procurements. During fiscal year 2005,
OSDBU was the winner of two prestigious awards from the Small Business Admin-
istration: the Federal Gold Star Award and the Agency Goaling Award of Excel-
lence. These awards recognize the exemplary performance of USDA agencies for at-
taining or exceeding the federally mandated small business goals that grow small
business capacity and create jobs.

OSDBU is aggressively taking steps to significantly increase contracting and sub-
contracting opportunities for Service Disabled Veteran-Owned Small Businesses and
to carry out the requirements of Executive Order 13360 and Public Law 108-183—
The Veterans Benefits Act of 2003. OSDBU is tracking the Service Disabled Vet-
eran-Owned Small Business goal achievement for all USDA agencies. OSDBU con-
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tinues to work with USDA agencies to secure contracts for Service Disabled Vet-
eran-Owned Small Businesses.

In addition, OSDBU continues its rural small business outreach efforts to increase
small business opportunities and create jobs in rural areas. Small firms are paired
in mentor-protégé relationships with experienced Federal contractors to engage in
USDA and other Federal Departments’ contracting opportunities. OSDBU reviews
contract opportunities to locate those suitable for directing to Tribal 8(a)s and other
categories of small firms in rural America.

Another important aspect of OSDBU’s work is our support for people with severe
disabilities working through the Javits-Wagner-O’'Day (JWOD) program. The JWOD
Program helps to meet Federal procurement needs while generating employment
and providing training opportunities for Americans who are blind or have other se-
vere disabilities. USDA’s demand for JWOD products has grown over the past sev-
eral years to include packaged food products that support USDA food programs inc

HAZARDOUS MATERIALS MANAGEMENT

The purpose of the Hazardous Materials Management Program is to clean up and
restore USDA-managed lands, and sites contaminated from past USDA activities;
to enhance USDA’s environmental performance in current operations; and to partici-
pate in Federal, State, and local efforts to plan for and respond to hazardous mate-
rials incidents. Since the Hazardous Materials Management Appropriation was es-
tablished in 1988, USDA has cleaned up over 2,250 sites. Many of these were under-
ground storage tanks that did not meet current standards. On average, the program
is completing about 30 site cleanups a year through a combination of Hazardous
Materials Management Appropriation and agency funding.

We currently estimate that uncontrolled releases of hazardous substances have oc-
curred or may have occurred at more than 2,000 additional sites. Many of these con-
taminated sites threaten human health or the environment, and make valuable re-
sources unavailable for public use. Addressing these sites will, in general, be more
complex and costly than those we have cleaned up so far.

Program activities are aligned with USDA’s Strategic Goal 6: to protect and en-
hance the Nation’s natural resource base and environment. In addition, the program
directly supports three USDA Objectives: (1) homeland security, through efforts to
improve hazardous materials management and by representing USDA on the Na-
tional Response Team for oil spills and hazardous material releases, and partici-
pating in the National Response Plan’s Emergency Support Function 10 and 11, (2)
management of natural resources, and (3) the quality of life in rural America by co-
ordinating USDA efforts for the President’s Brownfields program. This year our per-
formance focus will shift from the number of cleanups we complete to the signifi-
cance of the public benefits the cleanups create and the impact they have in relation
to USDA and agency missions, goals, and program initiatives. The fiscal year 2007
budget seeks $12.0 million to continue this program.

CONCLUSION

Although administrative programs such as those conducted within DA are fre-
quently not thought of by themselves usually considered, high visibility or high pri-
ority, Mission-area programs, cannot effectively meet the expectations of the Con-
gress, the Administration or the public without a stable base of good administrative
systems, policies and support functions. DA is committed to achieving and maintain-
ing a high quality of mission program support and asks your assistance in this ef-
fort. Mr. Chairman and members of the Subcommittee, this concludes my statement
on the Departmental Administration Budget for fiscal year 2007.

PREPARED STATEMENT OF NANCY C. PELLETT, CHAIRMAN AND CHIEF EXECUTIVE
OFFICER, FARM CREDIT ADMINISTRATION

Mr. Chairman, Members of the Subcommittee, I am Nancy C. Pellett, Chairman
and Chief Executive Officer of the Farm Credit Administration (FCA or Agency). On
behalf of my colleagues on the FCA Board, Doug Flory of Virginia and Dallas
Tonsager of South Dakota, and all the dedicated men and women of the Farm Cred-
it Administration, I am pleased and honored to provide this testimony to the Sub-
committee.

At the FCA we are focused on ensuring a dependable source of credit and related
services for agriculture and rural America as we maintain a flexible regulatory envi-
ronment that allows the cooperative Farm Credit System to meet the credit needs
of all eligible borrowers while ensuring safety and soundness.
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I would like to thank the subcommittee staff for its ongoing assistance during the
budget process, and before I discuss the role and responsibility of the Farm Credit
Administration and our budget request, I would respectfully bring to the Sub-
committee’s attention that the FCA’s administrative expenses are paid for by the
institutions that we regulate and examine. Said differently, the FCA does not re-
ceive a Federal appropriation, but is funded through annual assessments on Farm
Credit System (System) institutions and the Federal Agricultural Mortgage Corpora-
‘gon ((f‘armer Mac). We fully support the proposed 2007 Budget Submission of the

resident.

Mr. Chairman and Members of the Subcommittee, I will highlight the FCA’s ac-
complishments during the past year; report to you briefly on the System, as well
as Farmer Mac—the other Government-Sponsored Enterprise (GSE) that we regu-
late which serves agricultural lenders in the secondary market; and, in conclusion,
I will present our fiscal year 2007 budget request.

MISSION OF THE FARM CREDIT ADMINISTRATION

As directed by Congress, the FCA’s mission is to ensure a safe, sound, and de-
pendable source of credit and related services for agriculture and rural America.

The Agency accomplishes its mission in two important ways. First, FCA ensures
that the System and Farmer Mac remain safe and sound and that they comply with
the applicable law and regulations. Specifically, our risk-based examinations and su-
pervisory strategies focus on an institution’s financial condition and any material
existing or potential risk, as well as its board’s and management’s abilities to direct
its operations. Supervisory strategies also evaluate each institution’s efforts to serve
all eligible borrowers, including young, beginning, and small farmers and ranchers.

Secondly, the FCA approves corporate charter changes, and researches, develops,
and adopts regulations, policies, and other guidelines that govern how System insti-
tutions conduct their business and interact with their customers. If a System insti-
tution violates a law or regulation, or operates in an unsafe or unsound manner,
we can use our enforcement authorities to ensure appropriate corrective action.

We constantly strive to maintain a regulatory environment that enables System
institutions and Farmer Mac to remain financially strong so they can meet the
changing demands of agriculture and rural America for credit and related services.
In doing so, our primary focus is to ensure the long-term safety and soundness of
the two GSEs that serve rural America and to develop rules and policies that reflect
changing market forces.

Finally, the FCA Board is committed to maintaining the public’s trust and con-
fidence 1n the Agency, the System, and Farmer Mac. The public is invited to attend
the FCA Board Meetings, and we are committed to following the requirements of
the Government in the Sunshine Act.

The public can read on our Web site the comments received on current proposed
rules and notices published in the Federal Register. Comments on regulations can
also be submitted to the Agency electronically or through regular mail.

FISCAL YEAR 2005 ACCOMPLISHMENTS

In 2005 we continued our efforts to achieve our Agency strategic goals through:
(1) responsible regulation and public policy, and (2) effective risk identification and
corrective action. The FCA has worked hard to maintain the System’s safety and
soundness and is continually exploring options to reduce regulatory burden on the
FCS and ensure that System institutions provide agriculture and rural America con-
tinuous access to credit and related services.

To ensure that the FCA is appropriately focused on economic and agricultural
issues that are relevant to rural America, as well as to ensure that the Agency is
operating in an effective and efficient manner, the FCA contracted with an inde-
pendent consulting firm to conduct an extensive strategic study of the Agency. Of
particular interest was the need to identify potential challenges that may arise in
agriculture, the Farm Credit System, or the marketplace over the next 5 to 7 years
and to realign the Agency where appropriate to enable it to proactively address
these issues. The major outcomes of the study have been a realignment of the exam-
ination structure, a new team-oriented approach in the regulatory development of-
fice, and a merging of the major support functions of the Agency including tech-
nology, financial, and human resource functions.

EXAMINATION PROGRAMS FOR FCS BANKS AND ASSOCIATIONS

One of the Agency’s highest priorities is the development and implementation of
efficient and effective risk-based examination and oversight programs that meet the
high standards and expectations of the Congress, investors in System debt obliga-
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tions, the farmers, ranchers, and cooperatives that own System banks and associa-
tions, and the public at large. Our examination programs and practices have worked
well over the years and have contributed to the present safe and sound overall con-
dition of the System, but the results of our strategic study are clear—we must
evolve and prepare for the increasingly complex nature of agricultural and rural
America lending and financing. The FCA Board adopted a new policy statement re-
affirming its commitment to risk-based supervision. This policy statement directs
the maintenance of a “risk-based” approach to oversight and examination for System
institutions, which will maximize our effectiveness and allow us to strategically ad-
dress the System’s safety and soundness and compliance with laws and regulations.

We have taken initial steps to implement the new policy statement through re-
alignment of our organizational structure. We believe the changes in the System
coupled with pending retirements and normal attrition of staff necessitates a flexi-
ble organizational structure but also provides a unique opportunity to prepare for
the future. Toward this goal, the Agency’s Office of Examination (OE) is shifting its
regionally based field office structure to division examination teams that are orga-
nized on a national basis. In the new structure, existing office locations will be re-
tained, but the examination programs will be managed nationally to better match
examiner skills to risks presented by institutions.

On a national level, we actively monitor risks that may affect groups of System
institutions or even the entire System, including risks that may arise from the agri-
cultural, financial, and economic environment in which the System institutions op-
erate. Our job is not to forecast specific events, but to understand the environment
so that we can take steps in advance to help System institutions take pre-emptive
actions before adverse trends develop.

The FCA uses a risk-based examination and supervision program to differentiate
the risks and special oversight needs of FCS institutions. We set the scope and fre-
quency of each examination based on the level of risk in the institution. We continu-
ously identify, evaluate, and proactively address these risks. The Farm Credit Act
requires the Agency to examine each FCS institution at least once every 18 months.
However, we monitor the performance of all FCS institutions on an ongoing basis
and conduct interim examination activities as risk and circumstances warrant in
each institution.

As part of our ongoing efforts, we monitor each institution’s risk profile. The Fi-
nancial Institution Rating System (FIRS) is the primary risk delegation used by the
Agency to indicate the safety and soundness threats in an institution. The rating
system is similar to other Federal financial regulators’ CAMELS (capital, assets,
management, earnings, liquidity, and sensitivity) rating scale. FIRS ratings range
from 1 (for a sound institution) to 5 (for an institution that is likely to fail). Begin-
ning in 2006, in addition to FIRS, examiners will use a new set of assessment cri-
teria that focus on risk areas including credit, interest rate, liquidity, operational,
compliance, strategic, and reputation.

Throughout fiscal year 2005, FIRS ratings as a whole continued to reflect the sta-
ble financial condition of the FCS. The overall trend in FIRS ratings continued to
be positive, with nearly 4 times as many 1l-rated institutions (79 percent) as 2-rated
institutions (21 percent). Significantly, there were no 3-, 4-, or 5-rated institutions.
In addition, no FCS institutions were under enforcement action at the end of fiscal
year 2005 or during the previous 3 years and no FCS institutions are in receiver-
ship. The overall financial strength maintained by the System reduces the risk to
investors in FCS debt, the Farm Credit System Insurance Corporation (FCSIC), and
FCS institution stockholders.

Risks are inherent in lending, and managing risks associated with a single sector
of the economy, such as agriculture, is particularly challenging for lenders. If the
FCA discovers unwarranted risks, it works with an institution’s board and manage-
ment to establish a plan of action to mitigate or eliminate those risks. Appropriate
actions may include reducing risk exposures, diversifying its portfolio of risks, in-
creasing capital, or strengthening risk management. In those cases where the board
and management are unable or unwilling to take appropriate action, the Agency has
the authority to take a variety of actions including supervisory letters, written
agreements, and cease and desist orders. In extreme cases, we also can remove
management, issue civil money penalties, and/or liquidate the institution.

During fiscal year 2005, FCA also performed various examination, training, and
other services for the Small Business Administration (SBA), the United States De-
partment of Agriculture (USDA), FCSIC, and the National Cooperative Bank (NCB).
Each of these entities reimburses the FCA for its services. The safety and soundness
of the System and Farmer Mac remain our primary objectives. However, we believe
the continuing use of FCA examination resources by other agencies is a positive re-
flection on the expertise of FCA examiners and serves to broaden their examination
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skills while increasing job satisfaction and employee retention. It also helps us de-
fray some of the costs of our operations while providing a valuable service.

REGULATORY ACTIVITY

Congress has given the FCA Board statutory authority to establish policy and pre-
scribe regulations necessary to ensure that FCS institutions comply with the law
and operate in a safe and sound manner. The Agency’s regulatory philosophy articu-
lates our commitment to establishing a flexible regulatory environment that enables
the System to offer high quality, reasonably priced credit to farmers and ranchers,
their cooperatives, rural residents, and other entities on which farming operations
depend. This translates into developing balanced, well-reasoned, flexible, and legally
sound regulations. We strive to ensure that the benefits of regulations outweigh the
costs; to maintain the System’s relevance in the marketplace and rural America;
and ensure that FCA’s policy actions encourage member-borrowers to participate in
the management, control, and ownership of their GSE institutions.

For 2005 and early 2006, the Agency’s regulatory and policy projects included the
following:

—A rule to allow a qualified lender to obtain a waiver of borrower rights when
a loan is part of a loan syndication with non-System lenders that are otherwise
not required by the Farm Credit Act to provide borrower rights.

—A capital adequacy preferred stock rule to amend the Agency’s preferred stock
regulations, which are designed to ensure the stability and quality of capital at
System institutions, to ensure the fair and equitable treatment of all share-
holders of FCS preferred stock, and to minimize the potential for insider abuse.

—A capital adequacy risk weighting final rule to more closely match the Agency’s
risk-based capital requirements with FCS institutions’ credit exposures. The
changes make the FCA’s regulatory capital treatment more consistent with that
of the other financial regulatory agencies and address financial structures and
transactions developed by the market.

—A liquidity rule to amend the Agency’s previous liquidity reserve requirements
for System banks. The purpose of the rule is to ensure that System banks have
adequate liquidity in the case of market disruptions or other extraordinary situ-
ations, as well as to improve the flexibility of Farm Credit banks to meet liquid-
ity reserve requirements and provide credit in all economic conditions.

—A receivership repudiation final rule, specifying the conditions under which the
FCSIC will not attempt to pull back specific assets into the conservatorship or
receivership estate if a transaction meets certain conditions.

—A bookletter issued by the Agency to all System institutions providing guidance
on how they can utilize the Tobacco Buyout Program to meet their borrowers’
financial needs by offering them the option to immediately receive Tobacco
Buyout contract payments.

—A bookletter on bank director compensation limits that makes a one-time ad-
justment to the bank director compensation limit to allow System banks to pay
fair and reasonable director compensation for 2006.

—A final rule on governance of FCS institutions providing for enhanced oversight
of management and operations by strengthening the independence of System in-
stitution boards and incorporating best governance practices. The rule also sup-
ports borrowers’ participation in the management, control, and ownership of
their respective FCS institutions.

In addition, relative to Farmer Mac, the Agency finalized a rule governing its in-
vestments and setting a liquidity standard and has undertaken a proposed regu-
latory project to update the Farmer Mac Risk-Based Capital Stress Test. The regu-
latory project is intended to incorporate a more accurate reflection of risk in the
model in order to improve the model’s output—Farmer Mac’s regulatory minimum
capital level.

The Agency has also adopted an ambitious regulatory and policy agenda for 2006
and anticipates pursuing a number of issues, including:

—Evaluating regulatory options for assessment and apportionment of FCA admin-

istrative expenses.

—Continuing a pilot program that allows System institutions to make invest-
ments that further support their mission of providing credit to agriculture and
rural America.

—Continuing to review current regulatory requirements governing eligibility and
scope of lending to determine if these requirements are reasonable in light of
agriculture’s changing landscape. Agency staff will identify issues and explore
options for the Board’s consideration.
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—Evaluating comments on a proposed termination rule that would amend and
update the existing regulations that govern the termination of System status.
Issues such as costs, timing, communication, voter quorums, tax implications,
directors’ rights, equitable treatment of dissenting stockholders, and overall ef-
fect on the System are considered in the proposal.

—Considering regulatory changes for disclosure and reporting requirements for
System institutions. We approved a proposed rule that is designed to improve
the transparency of public disclosures, strengthen board and management ac-
countability and auditor independence, and increase shareholder and investor
confidence in the System. The proposed changes reflect the cooperative nature
and unique structure of the System, while incorporating the best industry prac-
tices of public companies and recent changes in the reporting requirements of
other Federal financial regulators, provisions in the Sarbanes-Oxley Act of 2002,
and the Securities and Exchange Commission regulations.

—Continuing the Agency’s effort to streamline its regulations so the System can
more efficiently fulfill its mission to provide a dependable source of credit to
America’s farmers, ranchers, aquatic producers, cooperatives, and rural resi-
dents. We approved a proposed rule to be published in March 2006 to reduce
regulatory burden on System institutions by repealing, clarifying or updating
current regulations.

—Continuing a study on loan syndications and assignment markets that will help
determine whether the Agency’s approach to these issues should be modified.

CORPORATE ACTIVITIES

The pace of System restructuring remained slow in fiscal year 2005. The number
of corporate applications submitted for FCA Board review and approval during fiscal
year 2005 declined to four applications, compared with seven applications the prior
year. As of January 1, 2006, there were 109 Farm Credit System institutions, in-
cluding 96 associations, five banks, and eight service corporations and special pur-
pose entities. Through mergers, the number of FCS associations has declined by 28
percent over the previous 5 years (37 associations) and the number of FCS banks
has dropped by 29 percent (2 banks). Generally, these mergers have brought larger,
more cost efficient, and better capitalized institutions with a broader, more diversi-
fied asset base, both by geography and commodity. The Agency estimates that with-
in the next 5 years, the process of expansions and mergers will result in an increase
in the size and complexity of System entities, with the average association exceeding
$1 billion in assets.

STRATEGIC PLANNING AND PERFORMANCE PLANS

The FCA Strategic Plan for fiscal years 2004 through 2009 guides the Agency’s
long range efforts. The FCA Board adopted the strategic plan unanimously and be-
lieves that it is vital to achieving the Agency’s mission and goals by providing all
staff with a clear focus and direction as well as prioritizing the issues, functions,
and programs that require an investment of resources.

During fiscal year 2005, our work focused on implementing initiatives to accom-
plish FCA’s three strategic goals and on measuring the Agency’s performance. Goal
1 is our public mission of ensuring that the FCS and Farmer Mac fulfill their public
mission for agriculture and rural areas. Goal 2 is evaluating risk and providing
timely and proactive oversight to ensure the safety and soundness of the FCS and
Farmer Mac. Goal 3 is implementing the President’s Management Agenda. In order
to meet the goals of the strategic plan, the Agency continues to comply with the
Government Performance and Results Act of 1993 by integrating the budgeting
process into the planning and performance management process. We link perform-
ance goals with resource needs, so that we are in a better position to use the stra-
tegic plan to align the organization and budget structures with our mission, goals,
and objectives. Other Activities and Accomplishments

I would also like to note a few other Agency activities and accomplishments for
2005. First, an audit of the FCA’s fiscal year 2005 financial statements has been
completed and I am pleased to report that—for the 12 year in a row—we have re-
ceived an unqualified audit opinion.

Second, for the fifth consecutive year, FCA’s annual Federal Information System
Management Act review reported no significant weaknesses in our information secu-
rity program. We have, in the past year, taken several measures to strengthen our
information security program. These measures include ensuring secure transmission
of sensitive information over the Internet by providing our staff with an option to
encrypt sensitive e-mail sent over the Internet. We also provided our computer users
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the capability to encrypt a portion of their portable storage devices for protection
of sensitive stored information.

Third, we continue to improve our ability to ensure continuity of our operations
through refining our business continuity plan and through testing our disaster re-
covery plan. We also focused on business continuity and disaster recovery planning
with the Farm Credit System through a series of visits to FCS banks and data cen-
ters. During these visits we encouraged membership in the Financial Services Infor-
mation Sharing and Analysis Center (FS/ISAC) and sponsored FCS institutions’
membership in the Government Emergency Telecommunications System (GETS).
The FS/ISAC is an organization that provides information security and threat as-
sessment information across the financial sector. The GETS provides priority access
to landline telecommunications to support response in the event of an emergency.

Fourth, we continue to develop our e-government capabilities. Our accomplish-
ments in the area of e-government include:

—A redesign of our Web site to be more user-friendly and more easily navigable.

—Implementation of the use of electronic signature to facilitate the approval proc-

ess among geographically—dispersed staff.

—Enhancement of the ability of Farm Credit System institutions to easily and se-

curely transfer examination-related information to FCA examination staff.

During fiscal year 2005 we:

—Implemented a machine-readable privacy policy on our Web site.

—Enhanced the FCA Exam Manual on our Web site by adding a section on Infor-

mation Technology.

—Established a process for collecting survey data from FCS institutions on our

Web site.

—Established a process to begin sending bookletters and informational memoran-

dums via electronic means to System institutions.

CONDITION OF THE FARM CREDIT SYSTEM

I will now turn to the condition of the Farm Credit System. I am pleased to report
that the System’s overall condition and performance was solid and steady during
2005. Capital levels continued to increase, mostly through retained earnings and
stock sales. Asset quality remained high, loan volume growth was strong, and favor-
able credit quality enabled the System to achieve $2.096 billion in earnings for the
12 months ended December 31, 2005. By and large, the System has knowledgeable
and experienced managers at all levels.

The FCS is fundamentally sound in all material respects, and it continues to be
a financially strong, reliable source of affordable credit to agriculture and rural
America. The quality of loan assets, risk-bearing capacity, stable earnings, and cap-
ital levels collectively reflect a healthy Farm Credit System.

Loan volume continued to grow during 2005 while loan quality remained high.
Gross loans increased by 10.3 percent to $106.3 billion. The level of nonperforming
loans, including nonaccrual loans, decreased to 0.56 percent of gross loans. Delin-
quencies also remained minimal.

Since 1993, the System has steadily earned more than $1 billion each year. This
has resulted in a capital position that is at an all-time high. We believe this level
of capital should enable the System to remain a viable and dependable lender to
agriculture and rural America during any near term downturns in the agricultural
economy.

Despite an increase in total capital, the amount of total capital as a percentage
of total assets declined from 17.1 percent to 16.3 percent as of December 31, 2005.
This was due to the substantial increase in loan volume. However, despite the in-
creased loan volume, all institutions continued to exceed their minimum regulatory
capital requirements, remaining well-capitalized. Permanent capital ratios at Sys-
tem banks and associations ranged from a low of 11.1 percent to a high of 28.9 per-
cent—all well above the 7.0 percent minimum regulatory capital requirement.

While the overall condition of the System continued to improve during 2005 and
remains strong, I also must offer a cautionary note regarding several risks that
could adversely affect borrower repayment capacity in the future:

—Two major cost risks—high and volatile energy costs and rising interest rates—

reduce borrower incomes and increase lender credit risks.

—Government payments to agricultural producers have accounted for between 16
percent and 40 percent of net cash farm income in recent years. Reductions in
farm subsidy payments could have a significant impact on farm incomes and on
farmland values, especially in areas dependent on farm program crops.
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—OQOutbreaks of animal and plant diseases, especially Avian Influenza, and con-
cerns over possible terrorist attacks on the food supply could increase costs and
reduce access to export markets.

—The structure of agriculture and rural America is changing in many ways and
thus so is the nature of the System’s market place. While the System’s financial
health is not threatened, it will be challenged as it adjusts to serving the chang-
ing needs of customers whose livelihood is increasingly dependent on the off-
farm economy.

FEDERAL AGRICULTURAL MORTGAGE CORPORATION

The FCA also has oversight, examination, and regulatory responsibility for the
Federal Agricultural Mortgage Corporation, which is commonly known as Farmer
Mac. Congress established Farmer Mac in 1988 to provide secondary market ar-
rangements for agricultural mortgage and rural home loans. In this capacity, Farm-
er Mac creates and guarantees securities and other secondary market products that
are backed by mortgages on farms and rural homes. Through a separate office re-
quired by statute (Office of Secondary Market Oversight), the Agency examines, reg-
ulates and monitors Farmer Mac’s disclosures, financial condition, and operations
on an ongoing basis and provides periodic reports to Congress.

Like the Farm Credit System, Farmer Mac is a Government-Sponsored Enterprise
devoted to agriculture and rural America. The FCA and the financial markets recog-
nize Farmer Mac as a separate GSE from the System’s banks and associations.
Farmer Mac is not subject to any intra-System agreements or to the joint and sev-
eral liability of the FCS banks, nor does the Farm Credit System Insurance Fund
back Farmer Mac’s securities. However, by statute, in extreme circumstances Farm-
er Mac may issue obligations to the U.S. Treasury Department to fulfill the guar-
antee obligations of Farmer Mac Guaranteed Securities.

The majority of Farmer Mac’s common stock is publicly traded on the New York
Stock Exchange. (In contrast, the cooperative Farm Credit System institutions are
owned by their member-borrowers and their common stock is not publicly traded.)
Accordingly, Farmer Mac is subject to certain Securities and Exchange Commission
regulatory requirements and must file comprehensive disclosures that are available
to its shareholders and the general public.

Generally, secondary market GSEs, including Farmer Mac, operate at lower cap-
ital ratios than primary market lenders in recognition of differences in their risk
profiles, as their business is targeted to specific types and quality of loans. Accord-
ingly, regulating and monitoring Farmer Mac’s capital and risk management are
central components of FCA’s oversight activities.

In conclusion, FCA is proud of its efforts and accomplishments in promoting a
constructive and dependable source of credit to farmers, ranchers, and their coopera-
tives. We will remain vigilant in our efforts to ensure that the Farm Credit System
and Farmer Mac remain financially strong and focused on serving agriculture and
rural America.

FISCAL YEAR 2007 BUDGET REQUEST

Earlier this fiscal year, the Agency submitted a proposed total budget request of
$45,500,000 for fiscal year 2007, which is the same as our fiscal year 2006 total
budget request. The Agency’s proposed budget includes an assessment on System
institutions for fiscal year 2007 of $40,500,000, the same as the fiscal year 2006 as-
sessment. The total amount of assessments collected from the FCS and Farmer Mac
with carryover funds equals $44,250,000. Since approximately 83 percent of the
Agency’s budget goes for salaries, wages, and related costs, almost all of the total
budget amount will be used for these purposes.

While the budget presented to you today is our best estimate of our future needs,
it is just that—an estimate. Agriculture and rural America are undergoing rapid
change, as is the Farm Credit System. It is such changes, along with administrative
challenges, such as recruiting and maintaining a well-trained and motivated work-
force, that the Farm Credit Administration is striving to keep up with. We appre-
ciate the committee’s past assistance and we ask for your continued help in the fu-
ture.

It is our intent to stay within the constraints of our fiscal year 2007 budget as
presented and we continue our efforts to be good stewards of the resources en-
trusted to us in order to meet our responsibilities. The Agency has worked hard to
hold down the assessment to the System for our operations, and I believe we have
achieved that objective over the past several years. Incidentally, the cost of FCA’s
operations to System borrowers is approximately 2.6 basis points, or about 2.6 cents
for every $100 of assets, the lowest relative cost to the FCS in decades. The FCS
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is financially healthy and is poised to serve agriculture and rural America for years
to come.

While we are proud of our record and accomplishments, I assure you that the
Agency will continue its commitment to excellence, effectiveness, and cost efficiency
and remain focused on our mission of ensuring a safe, sound and dependable source
of credit for agriculture and rural America.

On behalf of my colleagues on the FCA Board and the Agency, this concludes my
statement and I thank you for the opportunity to share this information.

PREPARED STATEMENT OF ROGER J. KLURFELD, NATIONAL APPEALS DIVISION
INTRODUCTION

The National Appeals Division (NAD) was established by the Secretary of Agri-
culture pursuant to the Reorganization Act of 1994. The act consolidated the appel-
late functions and staffs of several USDA agencies under a single administrative ap-
peals organization. NAD appeals involve program decisions of the Commodity Credit
Corporation, the Farm Service Agency, the Risk Management Agency, the Natural
Resources Conservation Service, and Rural Development agencies. In States within
the jurisdiction of the United States Court of Appeals for the Eighth Circuit, NAD
Hearing Officers adjudicate and the Director makes final determinations on applica-
tions for fees under the Equal Access to Justice Act (EAJA). NAD is headquartered
in Alexandria, Virginia, and has regional offices located in Indianapolis, Indiana;
Memphis, Tennessee; and Lakewood, Colorado. NAD’s staff of 108 includes 64 Hear-
ing and Appeals Officers.

MISSION

NAD’s mission is to conduct evidentiary administrative appeals hearings and re-
views arising out of program decisions of certain USDA agencies. Our strategic goal
is to conduct independent evidentiary hearings and issue timely and well-reasoned
determinations that correctly apply USDA laws and regulations. NAD’s mission is
statutorily specific, but its operation is dynamic and challenging, given the complex-
ities of changing laws, regulations and policies affecting USDA program decisions.

NAD’s budget request for fiscal year 2007 is $14.8 million, which is $416 thousand
above the fiscal year 2006 appropriation. The increase is for increases in pay costs.

That concludes my statement, and I look forward to working with the Committee
on the 2007 National Appeals Division budget.

PREPARED STATEMENT OF R. RONALD BOSECKER, ADMINISTRATOR, NATIONAL
AGRICULTURAL STATISTICS SERVICE

Mr. Chairman and members of the Committee, I appreciate the opportunity to
submit a statement for this Committee’s consideration in support of the fiscal year
2007 budget request for the National Agricultural Statistics Service (NASS). This
agency administers the U.S. agricultural statistics program, which began in USDA
in 1863. Since 1997, NASS has conducted the U.S. Census of Agriculture, first col-
lected by the Department of Commerce in 1840. Both programs are aligned with the
basic mission of NASS to provide timely, accurate, and useful statistics in service
to U.S. agriculture.

FISCAL YEAR 2007 BUDGET

The agency’s fiscal year 2007 budget request is $152.6 million. This is a net in-
crease of $13.3 million from the fiscal year 2006 adjusted appropriations. The fiscal
year 2007 request includes programmatic increases to continue the restoration and
modernization of the NASS core survey and estimation program ($3.9 million), and
to fund cyclical activities associated with preparing and conducting the Census of
Agriculture ($7.3 million).

AGRICULTURAL ESTIMATES

NASS statistical reports are critically important to assess the current supply and
demand in agricultural commodities. They are also extremely valuable to producers,
agribusinesses, farm organizations, commodity groups, economists, public officials,
and others who use the data for decision-making. The statistics disseminated by
NASS support fairness in markets where buyers and sellers have access to the same
official statistics at the same pre-announced time. This prevents markets from being
unduly influenced by “inside” information, which might unfairly affect market prices
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for the gain of an individual market participant. The efficiency of commodity mar-
kets is enhanced by the free flow of information, which minimizes price fluctuations
for U.S. producers. Statistical measures relating to the competitiveness of our Na-
tion’s agricultural industry have become increasingly important as producers rely
more on world markets for their sales.

In fiscal year 2007, NASS is requesting an increase of $3.9 million and 6 staff
years to fund the continuation of the restoration and modernization of the NASS
core survey and estimation program. This increase is directed to continuing the
modernization of the core survey and estimation program for NASS to meet the
needs of data users at professionally acceptable levels of precision for State, re-
gional, and National estimates. Decisions affecting billions of dollars in the U.S. food
and agricultural sectors are facilitated in both public and private venues through
access to reliable statistical information. The USDA-NASS statistical program
serves most agricultural commodity data needs in the United States, as well as sup-
plies important economic, environmental, and demographic data that are used for
policy that will impact the livelihood and quality of life of rural residents. Funding
received in the fiscal year 2004 through fiscal year 2006 appropriations have been
used to successfully improve the precision level from commodity surveys conducted
by NASS for State, regional, and National estimates through sample size increases
and better survey response. Funding requested in fiscal year 2007 promotes data
quality by encouraging voluntary response through increased respondent awareness
of market and policy reliance upon USDA-NASS statistical measures and by improv-
ing the data collection capabilities by local interviewers throughout the Nation.

CENSUS OF AGRICULTURE

NASS is currently preparing for the 2007 Census of Agriculture scheduled to be
mailed to the Nation’s farmers and ranchers in December 2007. The Census of Agri-
culture is taken every 5 years and provides comprehensive data at the national,
State, and county level on the agricultural sector. The Census of Agriculture is the
only source for this information on a local level, which is extremely important to
the agricultural community. Detailed information at the county level helps agricul-
tural organizations, suppliers, handlers, processors, and wholesalers and retailers
better plan their operations. Demographic information supplied by the Census of
Agriculture also provides a very valuable database for developing public policy for
rural areas. The 2007 Census of Agriculture is the first time respondents have the
option of reporting electronically through the Internet. It also includes improved
coverage of American Indians and expanded data on organic agriculture. Many addi-
tional improvements are being implemented to enhance the data from this com-
prehensive data source. Census of Agriculture programs are also conducted in Puer-
to Rico, Guam, and the Commonwealth of the Northern Mariana Islands as part of
thebcensus cycle. Results from all of the censuses are made available on the NASS
website.

NASS is requesting a cyclical increase of $7.3 million and 10 staff-years for the
Census of Agriculture. The total Census of Agriculture budget request is $36.6 mil-
lion. The available funding includes monies to continue preparations for the 2007
Census of Agriculture. The increase will be used to collect data to measure coverage
of the census mail list, prepare census mail packages, and prepare for data collec-
tion activities in fiscal year 2008. This increase is comparable to a $10.0 million in-
crease required during the same period in the 2002 Census cycle.

MAJOR ACTIVITIES OF THE NATIONAL AGRICULTURAL STATISTICS SERVICE (NASS)

The ongoing expansion of global markets for U.S. goods and services continues to
increase the need for modern and reliable statistical information. The periodic sur-
veys and censuses conducted by NASS contribute significantly to economic decisions
made by policymakers, agricultural producers, lenders, transporters, processors,
wholesalers, retailers and, ultimately, consumers. Lack of relevant, timely, and ac-
curate data contributes to wasteful inefficiencies throughout the entire production
and marketing system.

The need for timely, accurate, and useful statistics on U.S. agriculture has been
highlighted in recent years due to several natural disasters. The catastrophic hurri-
canes which moved through Florida during the end of 2004 heavily impacted the
citrus industry. The degree of this impact was measured by NASS through a special
November forecast of citrus production. Normal processes do not include a Novem-
ber forecast. The special forecast allowed for a timely unbiased assessment of the
damage resulting from the hurricanes. Likewise, the discovery of Asian Soybean
rust in the United States resulted in heightened speculation of how growers would
react to the fast-spreading, yield-reducing disease. Data collected by NASS allowed
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for an early assessment of farmer awareness of soybean rust and how its discovery
would affect planting decisions for the 2005 crop. Results were published in the
2005 Prospective Plantings report.

NASS works cooperatively with each State Department of Agriculture throughout
the year to provide commodity, environmental, economic, and demographic statistics
for agriculture. This cooperative program, which began in 1917, has served the agri-
cultural industry well and is recognized as an excellent model of successful State-
Federal cooperation. Working together helps meet both State and national data
needs while minimizing overall costs by consolidating staff and resources, elimi-
nating duplication of effort, and reducing the reporting burden on the Nation’s farm
and ranch operators. The forty-six field offices in NASS, covering all fifty States and
Puerto Rico, provide statistical information that serves national, State, and local
data needs.

NASS has been a leader among Federal agencies in providing electronic access to
information. All reports issued by NASS’s Agricultural Statistics Board are made
available to the public at a previously announced release time to ensure that every-
one is given equal access to the information. All national statistical reports and data
products, including graphics, are available on the Internet, as well as in printed
form, at the time they are released. Customers are able to electronically subscribe
to NASS reports and can download any of these reports in a format easily accessible
by standard software. A summary of NASS and other USDA statistical data are pro-
duced annually in USDA’s Agricultural Statistics, available on the Internet through
the NASS home page, on CD-ROM disc, or in hard copy. All forty-six NASS field
offices have home pages on the Internet, which provide access to special statistical
reports and information on current local commodity conditions and production.

NASS’s Statistical research program is conducted to improve methods and tech-
niques used for collecting, processing, and disseminating agricultural data. This re-
search is directed toward achieving higher quality census and survey data with less
burden on respondents, producing more accurate and timely statistics for data
users, and increasing the efficiency of the entire process. For example, NASS has
developed and released a new interactive mapping tool on the Internet. Data users
can now customize maps using various data items from the Census of Agriculture.
The growing diversity and specialization of the Nation’s farm operations have great-
ly complicated procedures for producing accurate agricultural statistics. Developing
new sampling and survey methodology, expanding modes of data collection, includ-
ing electronic data reporting, and exploiting computer intensive processing tech-
nology enables NASS to keep pace with an increasingly complex agricultural indus-
try.

The primary activity of NASS is to provide reliable data for decision-making
based on unbiased surveys each year, and the Census of Agriculture every 5 years,
to meet the current data needs of the agricultural industry. Farmers, ranchers, and
agribusinesses voluntarily respond to a series of nationwide surveys about crops,
livestock, prices, chemical use and other agricultural activities each year. Periodic
surveys are conducted during the growing season to measure the impact of weather,
pests, and other factors on crop production. Many crop surveys are supplemented
by gctual field observations in which various plant counts and measurements are
made.

Administrative data from other State and USDA agencies, as well as data on im-
ports and exports, are thoroughly analyzed and utilized as appropriate. NASS pre-
pares estimates for over 120 crops and 45 livestock items which are published annu-
ally in more than 400 separate reports.

Approximately 60 percent of the NASS staff are located in the 46 field offices; 21
of these offices are collocated with State Departments of Agriculture or land-grant
universities. NASS field offices issue approximately 9,000 different reports each year
anglmaintain Internet pages to electronically provide their State information to the
public.

NASS has developed a broad environmental statistics program under the Depart-
ment’s water quality and food safety programs. Until 1991, there was a serious void
in the availability of reliable pesticide usage data. Therefore, beginning in 1991
NASS cooperated with other USDA agencies, the Environmental Protection Agency
(EPA), and the Food and Drug Administration, to implement comprehensive chem-
ical usage surveys that collect data on certain crops in specified States. NASS data
allows EPA to use actual chemical data from scientific surveys, rather than worst
case scenarios, in the quantitative usage analysis for a chemical product’s risk as-
sessment. Beginning in fiscal year 1997, NASS also instituted survey programs to
acquire more information on the post-harvest application of pesticides and other
chemicals applied to commodities after leaving the farm. These programs have re-
sulted in significant new chemical use data to help fill the void of reliable pesticide



36

usage data. Surveys conducted in cooperation with the Economic Research Service
(ERS) collect detailed economic and farming practice information to analyze the pro-
ductivity and the profitability of different levels of chemical use. American farms
and ranches manage nearly half the land mass in the United States, underscoring
the value of complete and accurate statistics on chemical use and farming practices
to effectively address public concerns about the environmental effects of agricultural
production.

NASS conducts a number of special surveys, as well as provides consulting serv-
ices for many USDA agencies, other Federal or State agencies, universities, and ag-
ricultural organizations on a cost-reimbursable basis. Consulting services include as-
sistance with survey methodology, questionnaire and sample design, information re-
source management, and statistical analysis. NASS has been very active in assisting
USDA agencies in programs that monitor nutrition, food safety, environmental qual-
ity, and customer satisfaction. In cooperation with State Departments of Agri-
culture, land-grant universities, and industry groups, NASS conducted 151 special
surveys in fiscal year 2005 covering a wide range of issues such as farm injury,
nursery and horticulture, farm finance, fruits and nuts, vegetables, and cropping
practices. All results from these reimbursable efforts are made publicly available.

NASS provides technical assistance and training to improve agricultural survey
programs in other countries in cooperation with other government agencies on a
cost-reimbursable basis. The NASS international program focuses on the developing
and emerging market countries in Asia, Africa, Central and South America, and
Eastern Europe. Accurate foreign country information is essential for the orderly
marketing of U.S. farm products throughout the world. NASS works directly with
countries by assisting in the application of modern statistical methodology, includ-
ing sample survey techniques. This past year, NASS provided assistance to Arme-
nia, Belize, Brazil, China, El Salvador, Georgia, Guatemala, Honduras, Mexico,
Nicaragua, Panama, Russia, Sudan, and the Ukraine. In addition, NASS conducted
training programs in the United States for 220 visitors representing 30 countries.
These assistance and training activities promote better United States access to qual-
ity data from other countries.

NASS annually seeks input on improvements and priorities from the public
through the Secretary of Agriculture’s Advisory Committee on Agriculture Statistics,
interaction with producers at major commodity meetings, data user meetings with
representatives from agribusinesses and commodity groups, special briefings for ag-
ricultural leaders during the release of major reports, and through numerous indi-
vidual contacts. As a result of these activities, the agency has made adjustments to
its agricultural statistics program, published reports, and expanded electronic access
capabilities to better meet the statistical needs of customers and stakeholders.

This concludes my statement, Mr. Chairman. Thank you for the opportunity to
submit the statement for the record.

PREPARED STATEMENT OF CHARLES CHRISTOPHERSON, CHIEF FINANCIAL OFFICER,
OFFICE OF THE FINANCIAL OFFICER

Mr. Chairman and members of the Subcommittee, I am pleased to present the fis-
cal year 2007 budget request for the United States Department of Agriculture
(USDA), Office of the Chief Financial Officer (OCFO) and the Department’s Working
Capital Fund (WCF).

My remarks today address:

—Results we have achieved recently;

—Results on which we are currently focused;—Our fiscal year 2007 budget re-

quest; and

—The Department of Agriculture’s Working Capital Fund.

The Office of the Chief Financial Officer is responsible for the financial leadership
of an enterprise, which if it were in the private sector would be one of the largest
companies in the United States with almost $95 billion in annual spending, almost
110,000 full time equivalents (Staff Years) and over $132 billion in assets.

These responsibilities are fulfilled by a headquarters staff in Washington, DC,
with accounting operations support provided by USDA’s Controller Operations Divi-
sion in New Orleans, Louisiana.

The National Finance Center (NFC), also located in New Orleans, provides payroll
processing and related services for approximately 31 percent of the Federal civilian
workforce in more than 130 government entities. In fiscal year 2005, the NFC proc-
essed $32 billion in payroll for more than 565,000 Federal employees. NFC also
services the Office of Personnel Management performing health benefit reconcili-
ations and health care premium processing on a Government-wide level.
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RESULTS ACHIEVED RECENTLY

In fiscal year 2005, OCFO continued to make substantial progress in improving
financial management, financial information, and financial/corporate systems
throughout USDA. OCFO also actively worked on government-wide financial man-
agement issues affecting USDA to ensure we could achieve substantive and sustain-
able results. Some of the significant results USDA achieved in financial manage-
ment, financial systems and related areas in fiscal year 2005 include:

—Attained another clean financial audit opinion. Our ability to sustain this crit-
ical performance benchmark is powerful evidence of the Department’s improved
accountability, internal control and data integrity.

—This year Hurricane Katrina had a major impact on the NFC and OCFO func-
tions located in the New Orleans area. Thanks to the well-practiced continuity
of operations plan (COOP), NFC and the other OCFO operations in New Orle-
ans were able to recover operations quickly and to meet commitments to their
customers without interruption. Critical information technology services were
recovered within 24 hours; other essential operations were recovered as planned
over the next 10 days. We are most proud that NFC was able to pay 565,000
employees accurately and on time from their alternate locations. More note-
worthy, NFC converted two new customers, Transportation Safety Administra-
tion and U.S. Coast Guard to its payroll system during the 2 weeks following
the storm and paid these new payroll employees on time. The swiftness and ac-
complishment of the recovery is a tribute to the employees of the NFC and
OCFO who deployed to remote locations, some leaving their families behind,
worked extended hours and assumed non-traditional jobs to get the job done.

—The NFC and OCFO are now reconstituting operations back to the New Orleans
location. Due to the personal impact on the employees’ homes and the New Or-
leans infrastructure, the reconstituting is proving to be as difficult as the de-
ployment. More than 96 percent of the 1,250 employees of the NFC and OCFO
have returned to New Orleans with some 400 of the employees located in trail-
ers in a trailer park or at their homes. The overall productivity of the New Orle-
ans-based operations have been impacted by the loss of a large number of expe-
rienced employees due to separations and retirements (13-percent of the work-
force has retired or separated after Katrina to work on their homes or relocate
from the area). OCFO operations have also been impacted by (1) the Postal
Service releasing mail from three different Katrina storage facilities which con-
tain potentially thousands of undelivered invoices each; (the first warehouse
was released in February 2006) and (2) the loss of knowledgeable employees
from earlier reductions in force. The payroll and human resources serviced by
the NFC has been impacted by a doubling in the volume of retirements and sep-
aration transactions of its customer base and the loss of knowledge through
staff adjustments in repeated reduction-in-force actions in 2005. Although they
have difficult personal lives, the New Orleans staff is determined to eliminate
the workload backlog through extensive overtime. OCFO in Washington D.C.
continues to assist the operation and believes that the backlog will be cured in
the coming months.

—Met OMB interim and year-end accelerated deadlines for preparing the finan-
cial statements. Year-end statements were provided 45 days after the close of
the fiscal year, that is, by November 15. USDA met these ambitious dates while
sustaining data quality and provided USDA executives and program managers
with financial results information more timely than ever before;

—Reduced existing material internal control weaknesses from 32, 4 years ago, to
2 existing deficiencies at the end of fiscal year 2004. Although one new material
weakness was reported in the fiscal year 2005 Performance and Accountability
Report, for a total of three remaining for fiscal year 2006, we continue to ag-
gressively work to resolve the underlying internal control and system issues. We
will continue to work diligently to eliminating material weaknesses;

—Improved quality assurance of financial data by continuing to focus on fixing
“root causes” of data flow and accuracy problems. Regularly monitored a set of
metrics to ensure data is timely and accurate and useful to USDA managers;

—Closed 102 of 164 audits in fiscal year 2005 as compared to 96 in fiscal year
2004, a 6 percent increase in audit closures;—Successfully consolidated and
standardized departmental travel procedures and policies;

—Continued to monitor for travel card misuse, these efforts resulted in lowering
the Department-wide individually billed accounts delinquency average of 4.68
percent in fiscal year 2004, to 4.06 percent in fiscal year 2005, representing a
13 percent improvement;
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—During fiscal year 2005, the Forest Service submitted a competitive sourcing
plan to OMB for approval. In addition, USDA completed 2 competitive sourcing
studies with results estimated to avoid costs of $8.1 million over a 5-year period
with annualized amounts of over $1.62 million.

—Implemented the real-time interface between the financial system and procure-
ment system, integrating the financial and procurement systems for the first
time and enhancing internal funds control and streamlining operations; and

—Enhanced through a technology modernization the data warehouse reporting to
provide more timely and useable financial and performance information to
USDA executives and managers to manage daily operations.

In addition to the above, during fiscal year 2005, USDA collected $1.1 billion of
delinquent debt, $862 million through agencies using our internal tools and $238
million through the Department of Treasury Administrative Offset Program and
other Debt Collection Improvement Act (DCIA) techniques. Since 1996, annual col-
lections of delinquent USDA debt using DCIA tools have increased more than 276.6
percent from $63.2 million in fiscal year 1996 to $238 million in fiscal year 2005.
As of September 30, 2005, USDA had referred to the Treasury Offset Program 96
percent of the $1.2 billion of eligible receivables and 97 percent of loans eligible for
cross servicing compared to only 14 percent in 2001.

Results on which we are Currently Focused

We continue to be focused on delivering valuable results in fiscal year 2006 as
a context for consideration of our fiscal year 2007 budget request. Three areas of
focus are: internal control and management information; support and develop
shared services to the Departments of the Federal Government; and the President’s
Management Agenda.

In the area of internal control and management information, we are committed
to:

—Continuing to enhance USDA’s system of internal controls and data integrity
as reflected in sustaining in fiscal year 2006 USDA’s unqualified “clean” opin-
ions on the consolidated financial statements and component agency financial
statements;

—Meeting OMB’s interim and year-end deadlines for financial statement and the
Performance and Accountability Report;

—Eliminating material weaknesses in internal controls and systems non-
conformances with the requirements of the Federal Financial Management Im-
provement Act (FFMIA);

—Implementing an online USDA corporate financial and performance reporting,
system that the Secretary of Agriculture and his senior executives will use to
drive program results;

—Continuing to develop financial management and accounting operations leader-
ship talent in-depth throughout all our agencies so as to enhance further
USDA’s culture of sound financial management and to sustain management re-
sults already achieved; and

—Expanding the use of data warehousing technology to improve data integrity
and timely availability of financial and performance information to USDA’s ex-
ecutives and managers for the management of their daily operations.

To support and develop shared services to the Departments of the Federal Gov-

ernment, we are focused on:

—Completing the reconstitution and rebuilding the OCFO operations and the
NFC operations in New Orleans to support the functions of the Federal Govern-
ment and the USDA;

—Structuring a Human Resources Line of Business (HR LoB) venture for the
NFC while continuing to implement new customers into ePayroll. The HR LoB
will provide a new business growth opportunity for NFC in providing human
resources systems and services to all civilian Federal agencies;

—Completing the transfer of the accounting and paralegal functions of the Thrift
Savings Plan to the Federal Retirement Thrift Investment Plan;

—Securing a location for the alternate worksite and computing center, which re-
duces the operational risk through continuous improvement of and practice in
recovery operations for NFC and accounting operations;

—Working with Office of Personnel Management (OPM) on retaining employees
in critical positions with long-term learning curves and cycles at the NFC; and

—Reviewing additional USDA sponsored financial services that can create savings
in the Federal Government through a consolidated service center. These serv-
ices include a Financial Management Line of Business.

For President’s Management Agenda (PMA) initiatives, we are:
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—Implementing the eTravel initiative throughout USDA to consolidate travel
processes at the Department level and centrally manage them through a cus-
tomer-centric, self-service, web-based environment providing end-to-end travel
services;

—Adding the personal property components to the Corporate Property Automated
Information System (CPAIS). CPAIS was implemented in fiscal year 2004 and
currently tracks all USDA real property whether owned or leased. Incorporating
personal property into CPAIS will allow USDA, in one place, to have a full view
and accounting of our property assets;

—Taking aggressive action to implement the Improper Payments Information Act
(IPTIA), Public Law 107-300 by establishing measurements for programs that
meet the required payment criteria. We strengthened guidance to agencies re-
quiring detailed plans with key milestones and quality deliverables. We are
monitoring accomplishments through monthly workgroup meetings, assessment
of deliverables, evaluation of risk assessments, and agency scorecards for execu-
tives and managers;

—Conducting Independent Verification and Validation (IV&V) review activities for
the following: Feasibility studies conducted and submitted by USDA Agencies
and Offices in support of the USDA Competitive Sourcing Green Plan; post-com-
petition assessments for completed performance reviews along with the cost
comparison; and independent validation verification of prior year achieved sav-
ings;

—~Collaborating with Departmental Administration to use competitive sourcing,
where appropriate, to address core competency and skills gaps;

—Sponsoring training sessions for USDA Agencies and Offices on various A-76
related topics including: FAIR Act Inventory; Feasibility Studies; Performance
Work Statements; and Most Efficient Organizations; and

—Facilitating departmental-wide collaboration efforts and working group sessions
to develop standards for FAIR Act Inventory coding process: FAIR Act Inven-
tory function code definitions are being standardized and Reason Code Justifica-
tions and Analyses are being evaluated to ensure compliance with OMB regula-
tions.

Fiscal Year 2007 Budget Request

I would like to thank the Committee for your confidence in entrusting us with the
basic resources required to provide stewardship over USDA financial processes.
USDA’s excellent results in sustaining and enhancing financial accountability in fis-
cal year 2005 were only possible because of your support. I would now like to focus
on our fiscal year 2007 operating budget request, which is for $19,931,000, an in-
crease of $14,116,000 or 242.8 percent more than the fiscal year 2006 budget of
$5,815,000. Approximately 90 percent of the Office of the Chief Financial Officer’s
current obligations are for the salaries and benefits of the OCFO employees. As part
of this increase request, of $176,000 is to fund pay costs. The pay-related increases
requested are necessary for us to accomplish key outcomes and to successfully meet
our goals for fiscal year 2007. The remaining $13,940,000 of the request is for pro-
curement of hardware and software to improve the financial management perform-
ance through implementation of a new core financial management system. OCFO
is pursuing significant modernization of its technically outdated corporate financial,
administrative payments and program general ledger systems. These outdated sys-
tems are no longer supported by the vendor and pose an unacceptable risk for
USDA. Due to the current transaction services offered to other Federal Government
entities, USDA has discussed with OMB the opportunity to offer a full financial so-
lution to smaller agencies in the Federal Government.

USDA Working Capital Fund

The Working Capital Fund (WCF) serves as the Department’s principal invest-
ment engine to achieve progress in developing and implementing new corporate sys-
tems. Last year, we again made use of authority granted to us by the Committee
in the appropriations language to use unobligated balances as part of this develop-
mental effort. In 2005, our plan for use of these resources was reviewed by Con-
gress—as required under appropriations language—and executed to continue our
progress in implementing an enterprise human resources information system, an in-
tegrated acquisition system, and a management information tracking tool. For 2006,
we have prepared a plan to Congress to obligate funds in pursuit of further efforts
in development of an integrated procurement system and an enterprise human re-
sources system. That plan will be delivered to the Committees on Appropriations
shortly. We are grateful for the support and look forward to working with the Com-
mittee as our efforts to improve corporate systems proceed.
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In addition to the investments in corporate systems, the WCF supports services
in the areas of financial management, information technology, communications, ad-
ministration, as well as record keeping and item processing. It is our objective to
use this financing mechanism to provide to agencies of the Department, the most
effective cost-efficient centrally managed services available.

The President’s fiscal year 2007 budget estimates that total operating costs for the
WCF in fiscal year 2007 will be $515.1 million—net of intrafund transfers between
WCF activities—a $13.0 million increase, or 2.6 percent over the fiscal year 2006
estimate. Costs to USDA agencies will increase more slowly, about 2.4 percent from
fiscal year 2006 to fiscal year 2007.

The increases in cost estimates reflect the fact that the WCF recovers costs on
the basis of user demand for services with the objective of lowering total costs
through centrally-managed services. Historically, the largest of the USDA-wide serv-
ices has been the National Finance Center. However, its menu of services has been
changing to reflect the changing needs of customers both inside and outside USDA.
Information Technology Services will be the largest WCF activity in terms of cost
in fiscal year 2006. Examples of other services supported by the WCF include main-
frame computing and information technology services at the National Information
Technology Center in the Office of the Chief Information Officer, and video and tele-
conferencing production services provided by the Broadcast and Media Technology
Center in the Office of Communications. Departmental Administration provides a
wide variety of personal property, mail, and duplicating services to USDA and non-
USDA customers. Among the corporate systems activities supported by the WCF in-
clude: Corporate Financial Management Systems and Integrated Procurement Sys-
tems. The source of funds for these investments in systems includes direct billings,
purchase card rebates, and the use of unobligated balances.

I would like to point out that the WCF financing mechanism, as a reimbursement
for goods and services provided, gives us an opportunity to refine our estimates as
newer and better information becomes available regarding customer demand and
costs. Our office is currently engaged in reviewing fiscal year 2007 estimates with
the goal of reducing estimates wherever possible in costs for core services to USDA
agencies. It was with this objective in mind that we were able to submit an oper-
ating estimate for fiscal year 2007 that is consistent with expected inflation. I think
it is important to note that costs for core services—those corporate services in which
all agencies share—will see cost increases of only 1.2 percent from fiscal year 2006
to fiscal year 2007. As we begin development of the fiscal year 2008 budget this
spring, we will be reexamining fiscal year 2007 estimates for more economies and
savings. As we did last year, we will establish spending targets for WCF activities
that take into account the Department’s spending priorities among its agencies re-
flected in the President’s budget.

I would also like to express my appreciation to the Committee for all of the assist-
ance and support provided to the Department in the wake of Hurricane Katrina.
Specifically, the resources provided to us to address disaster recovery and resump-
tion of business operations were essential to our success in bringing the National
Finance Center and other activities in New Orleans back on line. The story of our
recovery in New Orleans is primarily a story of people—dedicated workers who
through their long hours of effort ensured that operations were resumed as quickly
as possible. That we have been able to resume payrolling and financial operations
activity to the extent we have is a reflection on their efforts and the support we
have received from the Congress.

Thank you, Mr. Chairman, for the opportunity to share the results we have
achieved and our fiscal year 2007 budget request with the Committee. We especially
look forward to working together with you and the Committee in fulfilling the vision
fori financial management we all have for the United States Department of Agri-
culture.

PREPARED STATEMENT OF TERRI TEUBER MOORE, DIRECTOR OF COMMUNICATIONS,
OFFICE OF COMMUNICATIONS

Mr. Chairman and members of the Subcommittee, I am pleased to discuss the fis-
cal year 2007 budget request for the Department of Agriculture’s Office of Commu-
nications (OC).

When Congress wrote the law establishing the U.S. Department of Agriculture in
1862, it said the department’s “ . . . general designs and duties shall be to acquire
and to diffuse among the people of the United States useful information on subjects
connected with agriculture in the most general and comprehensive sense of the
word.” OC coordinates the implementation of that original mandate.



41

OC coordinates communications with the public about USDA’s programs, func-
tions, and initiatives, providing vital information to the customers and constituency
groups who depend on the Department’s services for their well-being. For example,
OC is coordinating the Department’s communications efforts relating to the threat
of avian influenza and is prepared to activate a Joint Information Center (JIC),
which would support the Department in meeting its obligations in the event of an
avian influenza outbreak. In addition, OC also coordinates the communications ac-
tivities of USDA’s seven major mission areas and provides leadership for commu-
nications within the Department to USDA’s employees.

OC is adopting new technologies to meet the increased demands for the dissemi-
nation of accurate information in a timely manner. Using the internet, radio, tele-
vision and teleconference facilities, we are able to ensure that the millions of Ameri-
cans whose lives are affected by USDA’s programs receive the latest and most com-
plete information. As the continuing concern over avian influenza demonstrates,
these technologies are a critical resource used by the Secretary and the agencies to
provide timely information, which helps to maintain consumer confidence and sta-
bilize agricultural markets.

OC’s 5-year strategic goal is to support the Department in creating full awareness
among the American public about USDA’s major initiatives and services. This is es-
sential to providing effective customer services and efficient program delivery. As
a result, we expect more citizens, especially those in underserved communities and
geographic areas, to access helpful USDA services and information.

A central element of this support is OC’s active participation in the Department’s
eGovernment initiative. OC plays a key role in ensuring that the Department’s
eGovernment implementation results in the public’s improved access to more cur-
rent, accurate, relevant, and organized USDA products, services, and information.
The USDA.gov portal, managed by OC, is customer- or citizen-centric, allowing OC
to target information by audience preference, subject and personalization. On aver-
age, the USDA.gov portal reaches 1.5 million citizens weekly. The demand by citi-
zens and other constituencies for information, via the USDA.gov portal, web casting,
electronic mail distribution, teleconferences, and publications, is expected to con-
tinue to increase.

OC will continue to take an active part in policy and program management dis-
cussions by coordinating the public communication of USDA initiatives. We will con-
tinue to provide centralized operations for the production, review, and distribution
of USDA information to its customers and the general public. Also, we will monitor
and evaluate the results of these communications. Our staff is instructed to use the
most effective and efficient communications technology, methods, and standards in
carrying out communications plans.

Also, we are focusing on improved communications with USDA employees, espe-
cially those away from headquarters. This will enhance their understanding of
USDA’s general goals and policy priorities, programs and services, and cross-cutting
initiatives.

Our office will continue to work hard to meet our performance goals and objec-
tives. We will work to communicate updated USDA regulations and guidelines, con-
duct regular training sessions for USDA communications staff about using commu-
nication technologies and processes to enhance public service, foster accountability
for communications management performance throughout USDA, and continue to
work to create a more efficient, effective and centralized OC. Increasing availability
of USDA information and products to underserved communities and geographic
areas through USDA’s outreach efforts is integral to our performance efforts. OC
will also provide equal opportunity for employment and promote an atmosphere that
values individuals.

FISCAL YEAR 2007 BUDGET REQUEST

OC is requesting a budget of $9.7 million. This is a net increase of $0.28 million
for the annualization of the fiscal year 2006 pay increase and the anticipated fiscal
year 2007 pay increase.

As more than 88 percent of OC’s obligations are for salaries and benefits, the re-
quested increase is vital to support and maintain staffing levels for current and pro-
jected demands for our products and services. While OC has realized some cost sav-
ings by replacing high grade employees who have retired with lower grade employ-
ees, our current budget leaves little flexibility for absorbing increased costs. In fact,
OC would not be able to absorb the increased salary costs in fiscal year 2007 with-
out placing considerable constraints on daily operations or impacting staff size and
therefore the timely delivery of information to the public.
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Our central task is to ensure the development of communications strategies,
which are vital to the overall formation, awareness and acceptance of USDA pro-
grams and policies. The World Wide Web is firmly established as an effective means
by which the Department can provide information and receive comments on the
whole range of agricultural programs, functions and issues of interest to the public
here or around the world.

OC will continue to strive to make the most effective use of this medium. OC has
led the adoption of content management software which speeds the addition of new
material, improves our quality control measures to ensure the accuracy of the infor-
mation available through the USDA.gov portal, and reduces the staff time required
for overall maintenance of the site.

This improved control greatly reduces the time necessary to post important infor-
mation to the media and the public while providing a greater ability to ensure the
accuracy of the information. This allows OC to use a large document and web repos-
itory, sharing resources and information with mission areas and agencies as well
as the public.

OC looks forward to continuing our commitment to the American public by pro-
viding timely, accurate information about our programs and services.

This concludes my statement, Mr. Chairman. I will be pleased to respond to any
questions.

PREPARED STATEMENT OF DAVID M. COMBS, CHIEF INFORMATION OFFICER, OFFICE
OF THE CHIEF INFORMATION CENTER

INTRODUCTION

Mr. Chairman and members of the Subcommittee, thank you for the opportunity
to share with you our progress on using information technology (IT) to improve serv-
ice delivery to the customers of the Department of Agriculture (USDA), while at the
same time implementing Enterprise Architecture (EA) principles and eGovernment
with IT.

The Office of the Chief Information Officer (OCIO) is changing how USDA invests
in and uses IT. Instead of single agency-centric systems, we are investing in com-
mon government-wide and Department-wide IT solutions. OCIO is leading USDA
participation in 21 of the 25 government-wide Presidential Electronic Government
(eGovernment) initiatives. At the same time, under the framework of the Depart-
ment’s Enterprise Architecture, we are managing USDA IT investments to promote
collaboration across common lines-of-business, reduce duplication with our internal
“Smart Choices,” and finding savings by leveraging the USDA’s size/economies-of-
scale in Department-wide IT acquisitions.

The President’s fiscal year 2007 budget request for OCIO totals about $16.9 mil-
lion. We are requesting an increase of approximately $639,000 to cover pay costs.

USDA’S FISCAL YEAR 2007 INFORMATION TECHNOLOGY BUDGET SUMMARY

During the fiscal year 2007 USDA budget preparation process, OCIO staff scruti-
nized agency IT investment plans to ensure alignment with USDA program delivery
plans as well as the USDA Enterprise Architecture. In fiscal year 2007, the Depart-
ment is requesting about $2.1 billion for IT. Components of the IT budget include:

—37 percent of fiscal year 2007 IT spending—estimated at $783 million, is trans-

ferred to the States for the development and maintenance of automated systems
to support Food Stamps, WIC, and related programs

—The following is a breakdown of the remaining $1.4 billion in IT discretionary

funding:

—35 percent—estimated at $483 million—will be used for advisory services (e.g.
consultants)

—27 percent—estimated at $372 million—will be used for Federal IT personnel
costs

—18 percent—estimated at $242 million—will be used for equipment
—12 percent—estimated at $167 million—will be used for advisory services (e.g.
telecommunications)
—8 percent—estimated at $95 million—will be used for software.
Overall, the IT related proposals in the USDA request represent about 3 percent
of the total $64 billion proposed for IT investments for the Federal Government in
fiscal year 2007.
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SERVICE CENTER MODERNIZATION INITIATIVE—(SCMI)

Mr. Chairman, the modernization of our Service Center Agencies’ (SCA) tech-
nology infrastructure continues to be one of USDA’s highest IT priorities. The Com-
mon Computing Environment (CCE) initiative is managed by OCIO working in col-
laboration with the SCA. CCE supports over 45,000 SCA employees, volunteers and
partners in the delivery of over $55 billion in programs through our field office de-
livery system. The new infrastructure is flexible and built around maximizing infor-
mation sharing both within USDA and with other Federal, State and Local agen-
cies, the private sector, and USDA customers.

I would like to take a few minutes to update you on the status of the CCE tech-
nology, as well as our progress in merging the three SCA IT support staffs into a
single organization under OCIO.

The OCIO selected Information Technology Services (ITS) as the name of the con-
verged organization, which came into being on November 28, 2004. There were 785
full time equivalents transferred to the new ITS organization—264 were transferred
from the Farm Service Agency, 351 from the Natural Resources Conservation Serv-
ice, 164 from the Rural Development mission area, and 6 from other OCIO organiza-
tional elements. A total of 684 personnel were transferred out from the SCA.

ITS was established under the Department’s Working Capital Fund to process
revenue and obligations for ITS. The CCE appropriated dollars are to be utilized for
capital expenditures, while the WCF will be used to pay ITS operating expenses for
the CCE. Notifications to OMB and Congress were made to address the expansion
of existing activities in our Working Capital Fund.

The purpose of creating ITS was to have one unified organization dedicated to
supporting both the shared and the diverse IT requirements of the SCA and their
partner organizations. On the one hand, the agencies were already sharing and in-
vesting in a common computing environment (and its infrastructure, network sys-
tems, and associated hardware, software, and training); on the other hand, each
agency had to manage its own distinct computing systems, software, and IT support
teams.

By converging both technology resources and skilled IT staff into one organiza-
tion, ITS can efficiently focus a broad range of technology investment and diverse
support, planning, and management services, spread equitably back to the agencies
and replacing what might be considered triplicate efforts.

The fiscal year 2007 CCE budget request is for $108,900,000. A net decrease of
$1,172,000, comprising:

An increase of $5,212,000 for the CCE Basic Infrastructure, the increase will re-
store CCE basic infrastructure funding to a level needed to provide a stable level
of service, while increasing Web Farm capacity.

A net decrease of $4,504,500 in the Farm Service Agency (FSA) Specific Funds.
FSA is in the middle of a multi-year modernization project to reengineer its legacy
application systems. The goals of modernization are twofold: (1) to eliminate FSA’s
dependency on a proprietary and restrictive operating environment by developing
applications that are platform independent; and (2) to achieve a customer-centric
focus, providing ease of access and convenience to FSA customers. As these applica-
tions are developed, they will be hosted on the CCE infrastructure. In fiscal year
2007, FSA is requesting a decrease of $4,504,500 in IT support to the $73,260,000
CCE fiscal year 2006 base for agency specific needs. This decrease has occurred due
to contract efficiencies realized with several of our support services contracts for in-
frastructure support. In addition, this decrease has occurred due to the completion
of business modernization efforts in the Farm Loan Program area.

An increase of $1,845,000 for the Natural Resources Conservation Service
(NRCS). This increase will pay for increased telecommunications and related costs.

A decrease of $2,277,000 in the Rural Development mission area. Now that ITS
is operational, all the Web Farms are part of the ITS organization. The RD agency
specific funds supports activities including the telecommunications support associ-
ated with Service Center modernization activities and the continued development
and operation of the ITS Web Farms. RD has moved all of its major applications
to the Web. A common infrastructure integrates Web services for RD customers, em-
ployees, and trading partners, making the Web a main stream for doing RD busi-
ness. The public will be able to access more information and services online. The
funds for this initiative will provide the continued support, enhancement of the com-
mon infrastructure hosting all applications for RD, regular software and hardware
maintenance and the daily costs for operations and security.

A net decrease of $347,000 in the OCIO Interagency e-Gov Funds. More of the
interagency e-Gov costs are becoming operational in nature and less infrastructure
related. Therefore, the amount of interagency e-Gov costs borne by the SCMI is de-
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creasing. The e-Gov operational costs will be part of the service level agreements
between the ITS and the Service Center Agencies.

An offsetting decrease of $1,101,000 to reflect the permanent reduction of the fis-
cal year 2006 rescission from budget authority in fiscal year 2007.

Congressional support for the CCE initiative has been key to its success. As we
move forward with ITS, Congressional support will remain critical.

INFORMATION SECURITY

Mr. Chairman, for many years USDA has been remiss in its responsibility to meet
all Federal information security requirements. To address this situation, we have
significantly improved the posture of our security program. FISMA and OMB Cir-
cular A-130 require all Federal agencies, including USDA, to certify and accredit
(C&A) their systems. This effort has improved our security plans, updated and cor-
rected our security documentation, tested our networks and applications for security
weaknesses, and successfully engaged our business organizations in the discipline
of security management.

USDA IT security staffs are now in the process of addressing security issues that
arose through our C&A activities. Action plans have been establish to mitigate spe-
cific security weaknesses and implement improved controls, and to meet the FISMA
performance measures designed by OMB. Within the OCIO, we have established a
rigorous process to track these corrective actions and ensure they are completed in
a timely and efficient manner.

As USDA’s information security program matures, automated tools are necessary
to quickly and efficiently address cyber risks. We continue to provide our agency se-
curity staffs with monitoring devices and automated patching processes that assist
in preventing disruption by intrusion or the introduction of malicious programs.
During fiscal year 2006, we will deploy an improved incident tracking systems help
us better manage and report detected breaches and we will continue to maintain
a rigorous security training and awareness program which requires annual partici-
pation by all USDA and contract personnel.

Through good preventative planning, such as system C&A combined with improv-
ing the Department’s overall operational response to security Challenges, we are re-
du(cling the risk associated with the electronic use and delivery of USDA information
and services.

ELECTRONIC GOVERNMENT

Mr. Chairman, we continue to move aggressively to implement interagency and
interdepartmental services to support common needs. The primary goals of our ap-
proach are to reduce costs and improve the quality of interactions with our cus-
tomers.

USDA, along with our partners in the other Federal agencies, has worked hard
over the past 5 years to simplify citizens’ access and interaction with their govern-
ment. The results of these efforts are remarkable. Our efforts reduced the burden
on citizens, partners, and employees by simplifying access to the Department’s infor-
mation and services and streamlining internal processes. For example:

USDA helped citizens determine their eligibility for USDA benefits by incor-
porating  pre-eligibility surveys onto a government-wide Web @ site,
www.govbenefits.gov. Citizens are able to save time at a government office by com-
pleting the online survey in advance. They can learn ahead of time if they do not
have go to the office, thereby saving unnecessary travel time. USDA provides access
to 34 benefits programs on GovBenefits.gov. For the 12-month period ending August
2005, the site generated over 140,000 referrals to USDA State and Federal pro-
grams’ Web sites for more information.

USDA simplified citizens’ access to government recreational facilities through its
leadership in developing www.recreation.gov. The government’s online service pro-
vides a single point of access to accurate information about Federal recreation des-
tinations. Citizens using www.recreation.gov can access information from the Forest
Service, such as cabin/campsite materials, maps, facts and figures, and permit
forms. Soon, advance reservations for Forest Service facilities can be made online
through the National Recreation Reservation Service.

USDA gives businesses easy, online access to resources that help them under-
stand how to meet the compliance requirements for regulations affecting them. Cur-
rently, 13 USDA agencies are using www.business.gov to provide businesses with
access to over 500 guidance resources and forms, plus compliance and regulatory in-
formation and relevant links.

We worked with our Federal partners at www.regulations.gov to make it easier
for the public to comment online about Federal regulations. The
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www.regulations.gov currently allows citizens to search and provide comments on-
line on all regulations open for comment. USDA employees benefit from streamlined
and consistent internal processes to review and process public comments. Currently,
four USDA agencies have successfully moved from paper-based processes to the Fed-
eral Docket Management System (FDMS). USDA’s other rule-making agencies are
preparing to move to the online service in the near future.

USDA 1is a major geospatial data producer and contributor to the Federal Govern-
ment’s www.geodata.gov. The Geospatial One-Stop site provides online access to
geospatial data collected by the FSA, the Natural Resources Conservation Service,
and the Forest Service. This online access enables the public and other Federal
agencies to both avoid costs and realize cost savings. Recently, USDA added a link
to the National Agricultural Imagery Program’s vast library so that researchers,
businesses, and the general public can now directly order data sets thus greatly im-
proving the availability of this in-demand data.

We streamlined the process of locating grant opportunities and applying for
grants by working with our Federal partners to deploy a single, online access point
for over 900 grant programs across the Federal Government on www.grants.gov.
Citizens and business benefit through a simplified application process and reduced
paperwork as the result of using the online service. As of December 2005, USDA
had posted 404 funding opportunities and 57 application packages on
www.grants.gov. USDA has received 340 electronic applications from the grants
community via www.grants.gov.

We have adopted the tools and services provided by the Federal Government’s In-
tegrated Acquisition Environment (IAE). This improves our ability to make in-
formed and efficient purchasing decisions across USDA and helped us eliminate
paper-based and labor-intensive processes. IAE allows us to avoid the cost of build-
ing and maintaining separate systems to post procurement opportunities and to
record vendor and contract information. Our purchasing officials have access to
databases from other Federal agencies on vendor performance.

USDA consolidated its disaster relief information by posting it on
www.disasterhelp.gov with similar information from agencies across the Federal
Government. First responders can search for assistance from across the government
in one place. USDA’s disaster designations are prominently available on the site.
This makes it easy for citizens and businesses to locate this critical information.

The USDA eAuthentication Service currently protects more than 160 of our appli-
cations. USDA employees and customers use a secure, single sign-on to access these
applications, thereby reducing our customer support needs through improved secu-
rity and usability. Every USDA employee that needs access to any of these inte-
grated systems has a credential. USDA’s eAuthentication Service was recently cer-
tified to be compliant with the government-wide standard for interoperability and
was approved as a government-wide service provider. We integrated our
eAuthentication Service with Exports.gov in December 2005.

Our National Finance Center (NFC) is one of four Payroll Partner Providers se-
lected by the Office of Personnel Management. NFC has a 30-year track record pro-
viding payroll services to more than 130 Federal organizations, representing all
three branches of the government. Through the ePayroll Initiative, NFC is
partnered with the Department of Interior’s National Business Center to provide
payroll services to approximately 50 percent of Federal employees.

NFC was selected as a Federal Government human resources service provider for
the Human Resources Management Line of Business. We provide services to the De-
partment of Homeland Security, Library of Congress, and Government Account-
ability Office.

USDA proudly implemented a newly designed USDA Web site that presents the
Department’s information and services by topic rather than on an organizational
basis (www.usda.gov). As part of our support of the President’s Management Agen-
da’s promise of easy access to the government, customers may now easily locate
USDA’s online information and services. No longer do they have to traverse multiple
agency Web sites to track down what they need. In addition, “MyUSDA” permits
visitors to customize USDA’s site to provide immediate access to the information
they regularly want to see. Our visitors are pleased that our agencies are rapidly
adopting the USDA “look and feel.” Currently, 24 Web sites have moved to the De-
partment’s Web standards, and another 36 agency sites are in the process of doing
S0.

USDA provided its employees with expanded educational opportunities by deploy-
ing AglLearn, www.aglearn.usda.gov, in partnership with the Office of Personnel
Management’s, USALearning—part of the E-Training Presidential Initiative.
Aglearn provides employees around the world with access to a robust, competency-
based library of courses. Geographically disparate offices are now able to easily col-
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laborate in developing learning services to meet common needs and reduce costs.
Employees and managers have constant access to their training curriculum and
training records. In an average month, 20,348 employees completed 4,599 courses.
AgLearn currently offers more than 2,300 agency-specific courses.

Our enterprise approach prevented USDA agencies from making independent in-
vestments in multiple systems for each of these services and numerous others. In
addition, it greatly simplified the delivery of services to the public, unifying informa-
tion from services from across the government.

ENTERPRISE ARCHITECTURE

Mr. Chairman, USDA is managing its enterprise architecture as an enterprise-
wide roadmap to achieve our mission within an efficient information technology en-
vironment. USDA’s Enterprise Architecture Program identifies similar processes
and opportunities to unify IT solutions across our agencies. A Budget and Perform-
ance integration conceptual data model has been created to improve consistency
across Departmental systems. Information on Federal and USDA e-Gov architec-
tures is being collected for easy dissemination throughout the Department. We are
also assembling the data needed, at both the Departmental level and within indi-
vidual agencies, to better organize and analyze all our business processes, informa-
tion needs, and supporting technologies. Through the Enterprise Architecture Re-
pository, a shared view of the Department’s current and future business and IT en-
vironment are available for USDA decision-makers to leverage IT services, avoid re-
dundant IT investments, improve information security, and align technology and
business processes more closely to the Federal Enterprise Architecture.

The USDA Enterprise Architecture Program complements the Department’s IT
Capital Planning and Investment Control (CPIC) process. USDA’s central CPIC
body reviews, monitors and approves all major IT investments to ensure alignment
with the Department’s strategic goals and objectives. The enterprise architecture
provides a formal basis for evaluating a single investment against other investments
in terms of its contribution to enhanced delivery of customer services and opportuni-
ties for collaboration and reuse. In addition to strengthening the CPIC process, the
EA will enable USDA to improve key Department-wide enterprise hardware, soft-
ware, and service agreements. In addition, USDA’s E-Board reviews and makes
final approval decisions regarding the Department’s IT investment decisions. This
board is comprised of the Under-Secretaries of the various Mission Areas. It is
chaired by the Deputy Secretary.

IT MANAGEMENT

Mr. Chairman, we at USDA understand our responsibility to manage our IT as-
sets and to ensure that major IT investments are completed on time, and within
scope and budget. To support these responsibilities, USDA established an IT Invest-
ment and Project Management training program. This program provides project
managers and project staff with the skills and competencies needed to ensure that
all projects have a strong business case, meet organizational goals and are com-
pleted within their established cost and schedule goals. This training covers Federal
best practices such as capital planning and investment control, information assur-
ance, project management (PM), enterprise architecture, acquisition, eGovernment,
and telecommunications issues as well as the nine knowledge areas specified by the
Project Management Institute (PMI) in the Project Management Body of Knowledge,
the industry standard for project management training. At the end of the training,
participants are eligible to take the examination administered by PMI for certifi-
cation as a Project Management Professional (PMP). This training has provided us
with a growing number of PMI-certified project managers. Currently, USDA has 200
PMPs.

To supplement the 5-week PM training, we have identified and delivered shorter
classes to address more specific needs including: Earned Value Management, the
Project Management Lifecycle (a high-level PM introduction) and Performance-
Based Acquisition. These classes expand the level of understanding of PM concepts
and ensure that the skills of our trained PMs are kept up to date.

We believe that all agencies can benefit from this training and that USDA staff
benefit from understanding other agencies’ experiences. In addition to USDA em-
ployees, we have trained staff from the Environmental Protection Agency, the De-
partment of Treasury, the Department of Homeland Security and the Department
of Education.
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CONCLUSION

Mr. Chairman, as I mentioned earlier, we are working hard to use technology to
transform service delivery to USDA customers while reducing costs. With the con-
tinued support of the Congress, I am confident that we will continue to be successful
in achieving these objectives.

PREPARED STATEMENT OF JAMES MICHAEL KELLY, DEPUTY GENERAL COUNSEL,
OFFICE OF THE GENERAL COUNSEL

INTRODUCTION

Mr. Chairman and members of the Subcommittee, I am pleased to have this op-
portunity to present our fiscal year 2007 budget request, provide you with an over-
view of our agency, and address some of the current activities and issues facing the
Department.

The Office of the General Counsel (OGC) is the law office for the Department. As
an independent, central agency within the Department, OGC determines legal policy
and provides legal advice and services to the Secretary of Agriculture and other offi-
cials of the Department of Agriculture with respect to all USDA programs and ac-
tivities.

OGC(s services are provided through 14 Divisions in Washington, D.C. and 17
field locations. The headquarters for OGC is located in Washington, D.C. The Office
is directed by a General Counsel, a Deputy General Counsel, a Director for Adminis-
tration and Resource Management, and six Associate General Counsels. The attor-
neys located in headquarters are generally grouped in relation to the agency or
agencies served. Our field structure consists of four regional offices, each headed by
a Regional Attorney, and 13 branch offices. The field offices typically provide legal
services to USDA officials in regional, State, or local offices.

CURRENT ACTIVITIES AND ISSUES
INTERNATIONAL AFFAIRS AND COMMODITY PROGRAMS DIVISION

During this past year, OGC has provided a significant amount of assistance in
connection with USDA’s international activities. With respect to World Trade Orga-
nization (WTO) matters, OGC worked extensively with the Office of the United
States Trade Representative (USTR) to prepare the United States’ brief in support
of its claims challenging the European Communities’ (EC) suspension of approvals
of all applications for biotech products. This action is being brought under the WTO
Agreement on the Application of Sanitary and Phytosanitary Measures (SPS Agree-
ment). The United States also challenged nine safeguard measures that have been
enacted by six EC member States banning several biotech products that were al-
ready approved for sale in the European Union (EU) prior to 1998. The United
States contended that the EU has imposed “undue delay” in connection with product
approvals in violation of Article 8 of the SPS Agreement; has not made decisions
based on risk assessments as required under Article 5.1; and has violated Article
5.5 which prohibits Members from adopting arbitrary or unjustifiable distinctions in
their level of protection in “different” but comparable situations. A confidential in-
terim report was issued by the WTO in this case on February 7, 2006. OGC attor-
neys have also continued to provide support to the USTR in connection with the
challenge brought in the WTO by the Government of Brazil against virtually all as-
pects of the Department’s domestic and export-related cotton programs. This case
has major implications for the manner in which these programs are administered
regarding cotton, and the legal principles at stake may also affect other commodity
programs.

In other WTO matters, OGC attorneys have provided advice to Departmental offi-
cials, primarily those in the Foreign Agricultural Service (FAS), with respect to var-
ious sanitary and phytosanitary issues, including reviewing responses to WTO noti-
fications of proposed regulatory changes. These attorneys also advised FAS per-
sonnel in the review of various proposed changes to existing WTO agricultural pro-
visions that would be the framework for future WTO negotiations.

During the past year, OGC has also been involved in the implementation of a
large number of foreign assistance agreements under which agricultural commod-
ities acquired by the Commodity Credit Corporation (CCC) are donated overseas.
This includes involvement in relief efforts addressing the humanitarian needs in
Iraq and the Darfur region of Sudan. This work has involved extensive review of
draft agreements, commodity procurement agreements, ocean transportation issues,
and cargo loss and damage claims. OGC has also provided legal advice to FAS in
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relation to the operation of the Bill Emerson Humanitarian Trust through which re-
serves of commodities may be made available to meet unanticipated emergency
needs and has assisted CCC’s Kansas City Commodity Office in reviewing the com-
modity procurement processes under which agricultural commodities are acquired
for their donation overseas. In the area of international food assistance, OGC re-
viewed and helped draft numerous agreements with private voluntary relief organi-
zations, the World Food Program of the United Nations, and various foreign govern-
ments. This assistance included a combination of donations and concessional credit
sales of grains, oilseeds, and other U.S. agricultural commodities.

The Trade Adjustment Assistance Program for Farmers has also continued to re-
quire a significant amount of assistance from OGC attorneys. In general, this pro-
gram assists agricultural producers who have incurred reductions in commodity
prices due to increased imports of agricultural products into the United States as
the result of trade agreements. At this point, a substantial number of appeals have
been filed with the U.S. Court of International Trade challenging FAS’s decisions
on applications for payment. OGC attorneys are providing assistance to the Depart-
ment of Justice (DOJ) in responding to these appeals.

OGC also provides advice to FAS concerning cost-reimbursable agreements en-
tered into by FAS and other USDA agencies with foreign governments or other U.S.
government agencies that are engaged in international agricultural activities.

During the past year, OGC attorneys provided extensive assistance with respect
to the numerous commodity and conservation programs implemented by the Depart-
ment under various statutes, including the Agricultural Adjustment Act of 1938, the
CCC Charter Act, the Food Security Act of 1985, and the Farm Security and Rural
Investment Act of 2002. Most notably, with respect to 2004 hurricanes, OGC pro-
vided major support to the efforts of the President to provide assistance to agricul-
tural producers affected by the unprecedented damage in Florida caused by the oc-
currence of 3 successive hurricanes. Working with senior Departmental officials and
representatives of the Executive Office of the President, OGC attorneys were able
to provide the legal framework under Section 32 of the Act of August 24, 1935 (Sec-
tion 32) so that payments could be made to producers within weeks of the hurricane
damage. Similarly, OGC has provided legal advice to the Farm Service Agency
(FSA) in the development of regulations and program documents needed to deliver
several billion dollars of disaster assistance payments to producers under the Mili-
tary Construction Appropriations and Emergency Hurricane Supplemental Appro-
priations Act, 2005, and under Section 32 with respect to Hurricanes Ophelia, Den-
nis, Katrina, Rita, and Wilma. OGC also continues to expend considerable time in
providing assistance on legal issues involving the sugar, peanut, and dairy pro-

rams.

Title VI of the America Jobs Creation Act sets forth amendments to existing stat-
utes to terminate the Tobacco Price Support and Marketing Quota Programs. In ad-
dition, this act establishes a 10-year, $10 billion program to provide payments to
tobacco quota holders and tobacco producers with the funds coming from assess-
ments on tobacco product manufacturers and importers. Implementation of this very
complex and important program is requiring the substantial devotion of assistance

by OGC.
FOOD AND NUTRITION DIVISION

With respect to USDA’s nutrition assistance programs, OGC has been heavily in-
volved in: (1) the development, drafting and review of legislative reports and con-
gressional testimony; (2) the implementation and enforcement of new legislation
aimed at welfare reform and other program improvements; and (3) the ongoing pro-
gram integrity and compliance initiatives. We expect the demand for legal services
in ((izonnection with these and other activities to remain constant in fiscal years 2006
and 2007.

More specifically, during this past year, OGC attorneys provided formal and infor-
mal advice on a number of issues affecting the administration of the nutrition as-
sistance programs. OGC provided assistance in the drafting and subsequent enact-
ment of section 780 of the Consolidated Appropriations Act, 2005, which prohibits
the use of funds appropriated under that act to reimburse the administrative costs
of States under the Special Supplemental Nutrition Program for Women, Infants
and Children (WIC) for stores that receive more than 50 percent of their revenue
from WIC transactions. This prohibition represents a significant cost savings for the
WIC Program. OGC also worked effectively in the development of legislative pro-
posals to limit categorical eligibility for the Food Stamp Program (FSP) to persons
who receive actual cash benefits under the Temporary Assistance for Needy Fami-
lies program and to authorize access, for program verification purposes, to the Na-
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tional Directory of New Hires. These legislative proposals supported the budgetary
objectives of the administration. OGC also provided advice to the Center for Nutri-
tion Policy and Promotion in connection with roll-out activities with respect to 2005
Dietary Guidelines for Americans and the associated MyPyramid.

During the past year, OGC assisted in the defense of several legal challenges to
the nutrition assistance programs. Among other issues, OGC worked closely with
the DOJ Antitrust Division in the preparation of a lawsuit to challenge the merger
of two dairy companies which would have severely restricted competition in the pro-
curement of milk contracts for the National School Lunch Program in Arkansas and
substantially contributed to the successful defense against allegations of denial of
due process raised by a Child and Adult Care Food Program sponsor.

OGC participated in the preparation and review of numerous significant docu-
ments, memoranda, rules, notices, and correspondence during this past year. As ex-
amples, OGC reviewed a substantial number of proposed and final Federal Register
publications, including: (1) interim and final rules establishing new standards for
the approval and operation of FSP electronic benefit transfer systems; (2) a proposed
rule to amend the FSP regulations to implement the discretionary quality control
provisions of Title IV of Public Law 107-171; (3) a proposed rule to revise regula-
tions governing WIC food packages; and (4) a final rule to amend WIC regulations
to address issues raised by WIC State agencies, members of the WIC community
and the U.S. Government Accountability Office. Similarly, OGC provided legal re-
view of the documentary basis for the Department’s nutrition assistance response
tCo disaster conditions caused by hurricanes Katrina, Rita, and Wilma along the Gulf

oast.

OGC also provided advice on a number of issues affecting the efficient administra-
tion of the nutrition assistance programs. OGC provided valuable assistance and ad-
vice to Department officials regarding the preparation of a joint letter signed by the
Secretaries of Agriculture and Health and Human Services issuing guidance to
State Governors regarding the eligibility of faith-based drug and alcohol abuse treat-
ment programs to act as retail food stores under the FSP. This effort required close
coordination with the White House Counsel’s Office and Office of Faith-Based and
Community Initiatives, as well as the Office of Management and Budget. OGC pro-
vided legal advice to FNS in connection with the denial by FNS of the request of
a State school district to impose gender-specific seating requirements in cafeterias
operated under the National School Lunch Program. OGC also worked closely with
Department officials in the review of a State proposal for the fundamental restruc-
turing of the FSP application process with a focus on improved efficiency and effec-
tiveness of the delivery of program benefits. This review required careful analysis
of authorities related to electronic signatures and record-keeping and to authorities
regarding merit pay requirements for State officials involved in the certification of
applicants. OGC continues to work closely with Department officials engaged in
evaluating and sanctioning States for their performance in administering the FSP
under the quality control system.

MARKETING, REGULATORY AND FOOD SAFETY PROGRAMS

OGC staff are providing the strongest possible legal support to the Food Safety
and Inspection Service (FSIS) to ensure the safety of the Nation’s meat, poultry, and
egg products. We participate fully in the agency’s work to enhance the effectiveness
of the Hazard Analysis and Critical Control Points (HACCP)/Pathogen Reduction
regulations, to support effectively the agency’s compliance and enforcement pro-
gram, and to defend FSIS in legal challenges to the implementation of its statutory
authorities and regulations.

OGC attorneys continue to work with DOJ attorneys in defending civil actions
that have been initiated in Federal court against the Department involving FSIS’
food safety programs. One such case involves a Bivens complaint filed by Nebraska
Beef in the District Court for the District of Nebraska alleging that FSIS employees
improperly suspended inspection services. Nebraska Beef has also filed a related
lawsuit in Federal court challenging FSIS enforcement actions. A second case in-
volves a Bivens complaint filed by Montana Quality Foods in the District Court for
the District of Columbia alleging that FSIS employees took retaliatory action in en-
forcing FSIS’ policy regarding E. coli O157:H7 contamination.

OGC also provides assistance to FSIS in connection with its rule making activi-
ties. Our attorneys work with FSIS staff from the early stages of the agency’s policy
development activities, and participate in an array of agency working groups and
regulation development teams. OGC has assisted FSIS in connection with ongoing
rule making to strengthen protections against exposure to the bovine spongiform
encephalopathy (BSE) agent. The interim rules require the removal of certain ani-
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mals and specified risk materials from the human food chain, mandate additional
process controls for establishments that use advanced meat recovery systems, re-
quire establishments to hold meat from cattle that have been tested for BSE until
the test has been confirmed negative, and prohibit the air-injection stunning of cat-
tle. We are working with the agency in developing a final rule that will encompass
a careful evaluation of the comments submitted in response to the interim rule.

OGC also assisted FSIS on an array of rules, notices and directives aimed at im-
proving the Department’s food safety program. The issues involved included safe
food handling practices, food security plans, and emergency preparedness, and revi-
sions to the agency’s recall procedures to improve the dissemination of recall infor-
mation. We also worked with FSIS and the Food and Drug Administration (FDA)
to amend food standards and regulatory requirements to provide a more coherent
approach to food safety.

OGC devotes substantial resources to FSIS field operations activities and its crit-
ical compliance and enforcement programs. Our attorneys work on a daily basis
with the agency’s compliance and enforcement staff officials, with the Office of In-
spector General (OIG), and with DOJ to achieve successful prosecution of criminal,
civil and administrative cases involving violations of the meat, poultry, and egg
products inspection laws, and to prevent the distribution of adulterated, mis-
branded, or uninspected products.

In the past year, OGC handled numerous criminal, civil, and administrative cases
in this area. The criminal cases involve not only violations of the Federal Meat In-
spection Act (FMIA) and Poultry Products Inspection Act (PPIA), but also violations
of provisions of U.S. criminal laws relating to false statements, bribery, conspiracy,
and mail and wire fraud. The civil cases involved injunctions, seizure actions, bank-
ruptcy and claims collections actions and the defense of civil lawsuits brought
against the Department and its officials. Typically, OGC prepares proposed indict-
ments, information and complaints, and provide whatever assistance is necessary
for the successful prosecution or defense of the cases.

OGC attorneys are responsible for prosecuting administrative actions initiated by
FSIS to withdraw, suspend or deny Federal meat and poultry inspection or custom
exemption services under the FMIA and PPIA based on criminal convictions, as well
as on serious HACCP and Standard Sanitation Operating Procedures (SSOP) regu-
lation violations.

The Department’s programs for safeguarding the animal and plant health of the
United States is a matter of utmost importance to American agriculture and to the
public as a whole. OGC works very closely with the Animal and Plant Health In-
spection Service (APHIS) in carrying out that agency’s program responsibilities.
APHIS’s program and regulatory activities continue to increase substantially. The
focus of our work with APHIS remains the development and implementation of le-
gally supportable measures to prevent the introduction and dissemination of animal
diseases and plant pests, to ensure the safe entry of people and goods into the
United States, and the facilitation of agricultural trade in compliance with our
international obligations. The demands on OGC staff for timely and effective legal
support continue to increase proportionately.

During the past year, APHIS regulatory activities involving BSE have placed ex-
traordinary demands on our attorney resources. Among the many challenging issues
requiring extensive assistance was the agency’s regulatory response to BSE in North
America, particularly the litigation that followed on the publication of the rule to
establish BSE minimal-risk regions. In addition, we assisted APHIS in its work on
Asian longhorned beetle, emerald ashborer, grasshopper control, sudden oak death
syndrome (SOD), control programs for low-pathogenic avian influenza, bovine tuber-
culosis, chronic wasting disease, and exotic Newcastle disease.

In addition, requests for OGC’s assistance in connection with APHIS’ regulation
of biotechnology has continued to increase, and we have devoted substantial re-
sources to the biotechnology regulatory programs and the implementation and en-
forcement of agency regulations. This includes defending litigation challenging the
agency’s regulation of genetically modified turf grasses.

OGC also handles a very substantial caseload of administrative cases on behalf
of APHIS to enforce the agency’s regulations. OGC attorneys have also continued
our strong support for APHIS’ Wildlife Services activities and programs and have
defended these programs in a variety of litigation settings in the Federal courts.

In the past year, OGC attorneys reviewed over 150 dockets, as well as many other
documents relating to marketing orders, and provided daily legal advice to client
agencies in connection with a wide variety of matters arising under both the fruit
and vegetable and the milk marketing order programs. Substantial legal services
were devoted to both formal and informal rulemakings. Formal rulemaking pro-
ceedings presented complex and substantial amendments and revision to a number
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of marketing order programs. Significant legal services were provided in connection
with enforcement and defense of these programs. There is one administrative chal-
lenge to the legality of the California Raisin marketing order which is pending. In
addition, OGC has filed numerous administrative complaints to enforce the terms
of marketing orders which require regulated entities to pay their assessments and
to comply with the requirements in the order. Significant legal services were pro-
vided in connection with an administrative challenge to classification determina-
tions concerning Class I and Class II milk. There are also a number of complaints
pending in the Federal courts filed by DOJ in order to obtain payments from milk
handlers into the producer-settlement fund.

An extensive amount of legal services was provided in the drafting of regulatory
language in various rulemaking proceedings. OGC continued to provide legal assist-
ance to the Agricultural Marketing Service (AMS) Dairy Programs on several rule-
making proceedings in the Mideast, Upper Midwest and Central Orders which pro-
vided for changes to the milk pooling standards and related issues. OGC continued
work on the ongoing rulemaking proceeding involving potential changes in the pro-
ducer-handler definition in the Pacific Northwest and Arizona-Las Vegas Orders in-
cluding review of the recommended decision. OGC completed work on the amend-
ment of the Appalachian, Florida, and Southeast Florida Orders to implement a
temporary supplemental charge on Class I milk to be paid to handlers who incurred
extraordinary transportation charges for moving milk to supply those markets be-
cause of the hurricanes in August and September 2005. OGC also completed work
on changes to all the orders to reclassify milk used to produce evaporated milk and
sweetened condensed milk in consumer-type packages from Class III to Class IV.
OGC provided legal services on a rulemaking proceeding to amend the Class I fluid
milk product definition in all milk marketing orders.

OGC continued to provide legal assistance to DOJ and the client agencies in nu-
merous administrative and Federal court cases involving challenges to the constitu-
tionality of generic advertising funded by mandatory assessments in research and
promotion programs. Since the United States Supreme Court May 2005 ruling up-
holding the constitutionality of the Beef Promotion and Research Act, in Veneman
v. Livestock Marketing Association, USDA is advancing those same arguments in
defense of the other challenged research and promotion programs. All research and
promotion programs continue to receive legal services in the intervening period. For
example, OGC expended substantial resources litigating more than 100 administra-
tive and Federal court First Amendment cases arising under research and pro-
motion programs. These cases involve some of the most important, complex, and
controversial legal and public policy issues in constitutional and agricultural law.
Research and promotion programs cumulatively collect and spend over $700 million
a year on commodity promotions. OGC also provided extensive legal analysis for a
proposed implementation of a new research and promotion program for mangos.

OGC expended substantial resources in connection with the Animal Welfare Act
and Horse Protection Act Programs. OGC attorneys serve as agency counsel in ad-
ministrative enforcement actions brought under these two statutes, and in fiscal
year 2005, OGC initiated 46 enforcement cases, and 49 decisions were issued in on-
going cases. In addition, OGC reviewed and provided drafting assistance to APHIS
in a number of rulemaking actions for publication in the Federal Register.

OGC reviewed a variety of rulemaking and other documents in connection with
this program. OGC continued to work with and advise the agency concerning pro-
gram changes to better serve the grain industry in a more cost effective and efficient
manner. OGC attorneys provided substantial advice and guidance in connection
with a number of issues, including reauthorization of the program, use of con-
tracting authority to provide inspection and weighing services and exemption of spe-
ciality grain from inspection and weighing requirements.

In the Trade Practices area, we provide legal services under the Packers and
Stockyards Act (P&S Act), the Perishable Agricultural Commodities Act (PACA),
and the Capper-Volstead Act and provide the liaison for the Department under the
Memorandum of Understanding between the Department, the Federal Trade Com-
mission and the DOJ on competition issues. Under the P&S Act, the attorneys of
the Trade Practices Division file administrative complaints to enforce the provisions
of the statute, requiring prompt payment for livestock and poultry and ensuring
that livestock auction markets and dealers are solvent, provide accurate weights
and measures, and account accurately to sellers and producers of livestock.

In 2005, OIG conducted an audit of the competition investigations and cases con-
ducted by the Packers and Stockyards Program (P&SP). After several months, OIG
issued a report finding that P&SP had difficulties defining and tracking investiga-
tions, planning and conducting competition and complex investigations, and making
agency policy decisions. As a result, the report found that P&SP’s tracking system
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was not reliable, competition and complex investigations were not being performed,
and timely action was not being taken on issues that impact day-to-day activities.
The report also found that P&SP should increase its communication and cooperation
with OGC. As a result of the report’s findings, GIPSA has requested OGC’s assist-
ance in streamlining procedures and in training its staff, and P&SP is seeking oral
opinions and legal guidance on a more frequent basis.

OGC has provided extensive legal services in support of the GIPSA program in
a case against Valley Pride Pack, Inc., (“Valley Pride”), a beef slaughter and meat
processing company with its corporate headquarters and principal place of business
in Norwalk, Wisconsin. Valley Pride shut down, leaving cattle sellers unpaid for
roughly $3.5 million worth of livestock purchases from late July and early August
2001. Following Valley Pride’s financial collapse, OGC assisted in preparing an
analysis of unpaid livestock sellers’ claims pursuant to the P&S Act trust, which re-
quires meat packers to hold inventories, receivables and proceeds from the sale of
meat or livestock derived products in trust for the benefit of livestock sellers. The
analysis found $3.4 million in apparently valid, timely claims by cattle sellers.
These claims were subsequently paid by Valley Pride’s primary pre-petition lender,
GE Capital, which held a security interest in Valley Pride’s inventory and receiv-
ables. Cattle sellers received additional funds from Valley Pride’s packer bond. Fol-
lowing the trust and bond payouts, approximately sixty-five cattle sellers remained
unpaid for roughly $50,000 worth of cattle purchased by Valley Pride. On behalf of
GIPSA, OGC filed an administrative, disciplinary complaint against Valley Pride al-
leging failures to make timely payment for cattle purchases, and naming the com-
pany’s sole owner and chief executive officer, as a respondent, alleging that the vio-
lations of the P&S Act occurred while the company was under his direction, man-
agement and control. After GE Capital made allegations of fraud, OGC amended the
complaint against Valley Pride and the company’s sole owner, alleging that the re-
spondents had engaged in unfair and deceptive practices by creating false records,
including invoices and payment receipts, evidencing cattle and/or meat sales by Val-
ley Pride to third parties for which no sales actually occurred. Millions of dollars
in fictitious assets had been used to offset real liabilities in Valley Pride’s financial
reports, thereby disguising the company’s insolvency. At the end of the fiscal year,
the parties were seeking resolution of the complaint through an agreement that
would result in the full payment to all livestock sellers. On January 30, 2006, just
prior to the scheduled hearing for GIPSA’s administrative complaint against Valley
Pride and the company’s owner, the case was resolved by a negotiated consent deci-
sion. Respondents, Valley Pride and the company’s owner, agreed to cease and de-
sist from further violations of the Packers and Stockyards Act’s prompt payment
provisions and agreed to keep records that fully and correctly disclosed all trans-
actions in their business. Valley Pride and the company’s owner were also jointly
and severally assessed a civil penalty of $80,000. By agreement between the parties,
GIPSA agreed to hold $55,000 of the civil penalty in abeyance to facilitate payments
by respondents to cattle sellers who still remained unpaid for cattle purchases by
Valley Pride.

OGC has also provided legal services to GIPSA in the review of the plan and data
request for the Livestock and Meat Marketing Study (LMMS), a study requested by
Congress to review the impact of long term contracting and use of captive supply
by slaughtering packers. Captive supply is defined by P&S Programs as livestock
that are committed to a packer more than 14 days prior to slaughter. The study
was to review the question of whether such longer term commitment impacts the
“spot” or cash market for livestock. OGC assisted P&S in the preparation of the in-
formation collection request for Departmental and OMB clearance, meeting with
OMB officials on a number of occasions to address OMB’s concerns regarding the
agency’s plans for the study and the treatment of confidential data.

Trade Practices attorneys prepared and filed administrative enforcement actions
under the PACA. Of particular significance, the Trade Practices Division has contin-
ued to litigate administrative disciplinary cases arising out of the criminal convic-
tions of eight USDA inspectors and 12 individuals who were owners and/or employ-
ees of PACA licensed produce firms located on the market. Fruit and Vegetable Pro-
grams of AMS filed eight disciplinary complaints against nine produce companies
located on the Hunts Point market: (1) Post & Taback, Inc., (2) M. Trombetta &
Sons, Inc., (3) Cooseman’s Specialties, Inc., (4) KOAM Produce, Inc., (5) King Sol
Produce, (6) BT Produce Co., Inc., (7) Kleiman & Hochberg, Inc., (8) G&T Terminal
Packaging Co., Inc. and (9) Tray Wrap, Inc. The complaints alleged that the compa-
nies, which by statute are held to an identity of action with their employees or
agents, had violated section 2(4) of the PACA by making illegal payments to Federal
produce inspectors. Seven of the complaints sought a sanction of revocation of the
company’s PACA license. One complaint sought a sanction of a finding of the com-
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mission of flagrant or repeated violations of section 2(4) of the PACA, rather than
a revocation, because the company no longer had a PACA license. The sanctions
fs_ought also include employment sanctions against the principals of the nine produce
irms.

One of the eight cases, King Sol Produce, was decided by default. The remaining
seven cases went to hearing before the Department’s Administrative Law Judges
(ALJ’s), who have issued decisions in all seven cases (though the Respondent in BT
Produce Co., Inc., has asked the Chief ALJ for reconsideration). Six of the ALJ deci-
sions were appealed to the Department’s Judicial Officer (JO), who has decided four
of them (Post & Taback, Inc.; G&T Terminal Packaging Co. Inc.; Tray Wrap, Inc.;
and M. Trombetta & Sons, Inc.), finding that the companies committed the alleged
violations and issuing the sanctions requested by Fruit and Vegetable Programs.
G&T Terminal Packaging Co., Inc., and Tray Wrap, Inc., has been appealed to the
2nd Circuit Court of Appeals. One case, Post & Taback, Inc., was appealed to the
U.S. Court of Appeals for the D.C. Circuit, which upheld the JO’s decision (Post &
Taback, Inc. v. Department of Agric., 123 Fed Appx. 406 (D.C. Cir. 2005).

Also in support of the PACA Program, OGC and DOJ continued to defend against
a challenge to an amendment of a PACA regulation that added coating or battering
to the list of operations that do not alter the character of a fresh fruit or fresh vege-
table so that it is no longer a “perishable agricultural commodity”. The lawsuit, filed
by a bankrupt wholesale grocer and retailer, argues that the regulatory amendment
conflicts with the language and purpose of the PACA, and that the rulemaking proc-
ess was inadequate. On June 7, 2004, a judge in the U.S. District Court for the
Eastern District of Texas granted USDA’s Motion for Summary Judgment. The
judge found that the “PACA ambiguously states that fresh fruits and vegetables of
every kind and character’ are perishable agricultural commodities” and that, where
legislative language is ambiguous, the Secretary is granted the authority to issue
regulations to determine what may be classified as fresh fruits and vegetables for
the purposes of the PACA. The judge also found that USDA followed the appropriate
procedural requirements in amending the regulation. Therefore, the court found
that the amendment to the regulation is valid. The grocer/retailer appealed the deci-
sion to the 5th Circuit Court of Appeals. Oral argument was held in New Orleans,
Louisiana, on April 5, 2005. On February 1, 2006, the 5th Circuit Court of Appeals
issued an unpublished decision affirming the decision of the U.S. District Court for
the Eastern District of Texas upholding the validity of the amendment to the regu-
lation. In its brief decision, the 5th Circuit affirmed, finding the regulation to be
valid “for the reasons articulated by the district court in its comprehensive opinion”.

RURAL DEVELOPMENT

OGC also provides legal services to USDA agencies which manage some of Amer-
ica’s largest loan portfolios. OGC continues to be heavily involved in debt collection,
foreclosure, and bankruptcy matters for FSA, Farm Loan Programs and the Rural
Development (RD) mission area. OGC is assisting these agencies’ implementation of
provisions of the Bankruptcy Abuse Prevention and Consumer Protection Act of
2005 that became effective on October 17, 2005, and greatly affected USDA as a
creditor. OGC also has provided significant assistance in identifying and utilizing
existing and new emergency authorities, responding to claims, and coordinating ben-
efits in response to the many disasters that have recently impacted the southern
United States including Hurricanes Katrina and Rita. OGC also has supported the
agencies’ efforts to implement eGovernment initiatives and move towards web-based
credit application, servicing, and notification procedures.

OGC continues to defend approximately 300 existing and newly filed lawsuits in-
volving approximately 800 RD multi-family housing projects whose owners want to
prepay their loans and, thereby, remove a significant number of low-income housing
units from rural America. OGC has devoted significant time and resources to work-
ing closely with DOJ to support litigation efforts, particularly in providing informa-
tion and analysis in the context of settlement negotiations.

OGC is working extensively with the Rural Housing Service (RHS) on imple-
menting several new programs. The Multi-Family Housing Preservation and Revi-
talization Restructuring Demonstration Program (Revitalization Program) will revi-
talize selected Rural Rental Housing (RRH) properties throughout the Nation. The
Revitalization Program allows for loan servicing tools previously unavailable to RHS
such as grants and subordinates section 515 loans with all principal and interest
deferred as a balloon payment at the end of the loan term.. OGC is currently work-
ing with RHS on drafting the Notice of Funding Availability and the legal docu-
ments necessary for restructuring the owners’ loans. The Multi-Family Housing
Voucher Demonstration Program (Voucher Program) will provide continued rental
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assistance to low-income households in prepaid RRH projects. RHS is providing con-
tinued rental assistance in the form of 1-year portable vouchers. OGC is working
with the Department of Housing and Urban Development and RHS in drafting a
Notice of Funding Availability and Interagency Agreement for the Voucher Program.
OGC also assisted RHS in developing its Preservation Revolving Loan Fund pro-
gram which was authorized as a demonstration program under the Agriculture,
Rural Development, Food and Drug Administration, and Related Agencies Appro-
priations Act, 2005.

OGC also has assisted the Rural Business-Cooperative Service (RBS) on various
new and continuing initiatives. OGC reviewed RBS’ final rules implementing the
new Energy Systems and Energy Efficiency Improvements Program and the Bio-
mass Research and Development Program under the Farm Security and Rural In-
vestment Act of 2002. OGC also provided RBS legal assistance in revising its Busi-
ness and Industry loan regulations. RBS has needed increased support on secondary
market issues and its Rural Business Investment Program that funds rural area
venture capital investment activities. In addition, OGC is providing significant sup-
port on several major defaults on guaranteed Business and Industry loans and neg-
ligent servicing by guaranteed lenders. OGC continues to experience a significant
increase in requests for advice regarding various grant and cooperative agreement
issues, and is assisting RBS’ and RHS’ implementation of the President’s Faith-
Based and Community Initiative to ensure that faith-based and community organi-
zations have equal access to USDA programs.

The need for legal services supporting the programs of the Rural Utilities Service
(RUS) continued to grow significantly in fiscal year 2005 as a result of sustained
increased funding for RUS programs, increased responsibilities for RUS resulting
from the passage of the Farm Security and Rural Investment Act of 2002, and the
impact of continuing changes in the electric and telecommunications program struc-
tures and policies.

The RUS Electric Program is the largest of these programs. Several of these loans
involved large-scale generation and transmission projects. OGC furnishes the legal
services necessary for RUS to document and secure these obligations, thereby ena-
bling these programs to be delivered. OGC is providing a full range of legal services
to RUS to enable successful administration of these programs, including the serv-
icing of a direct and guaranteed loan portfolio.

The 2002 Farm Bill amended the Rural Electrification Act of 1936 by adding a
new Title VI which established a Broadband Direct and Guarantee Loan Program
(Broadband Program) in RUS. The RUS Broadband Program plays a critical role in
implementing the President’s initiative to make access to broadband technology
available to every American by 2007. OGC furnishes all legal services necessary to
establish and maintain this program. Since the beginning of this program in Feb-
ruary 2003, OGC has furnished all legal assistance needed by RUS in approval of
all loans. During fiscal year 2005, OGC improved the legal documentation packages
necessary to protect the government’s financial interests in these transactions. Dur-
ing fiscal year 2005, OGC began assisting RUS and DOJ in collecting obligations
from telecommunications borrowers aggregating approximately $50 million. The
bulk of these obligations to the Broadband and Internet Services Programs were es-
tablished as pilot programs in 2001. The volume of pilot projects in legal collection
is expected to continue growing in fiscal year 2006 and carry over into fiscal year
2007 as an increasing number of pilot projects default.

The 2002 Farm Bill also established a new guarantee program under Section
313A of the Rural Electrification Act which provides for RUS to issue guarantees
of bonds and notes issued by lenders to electric cooperatives. OGC assisted RUS in
developing the regulations to implement this new program. OGC provided substan-
tial legal assistance to RUS in developing the legal documentation that enabled
RUS to deliver its first guarantee. OGC efforts to provide legal support to RUS for
administering these guarantee agreements will continue into fiscal year 2007.

In addition to the new Broadband Program, OGC is providing legal services to
support several other new RUS initiatives. OGC also supports the RUS mission by
providing legal services to RUS that enable the agency’s participation in the Rural
Telephone Bank (RTB). During fiscal year 2005, RTB’s demand for OGC legal serv-
ices to support the process of dissolving the public/private RTB rose dramatically.
As proposed in the 2007 President’s budget, RTB is expected to be dissolved by fis-
cal year 2007. However, the complex process of winding up the affairs of RTB is
expected to continue to place significant demands on OGC legal resources beyond
the dissolution and distribution of RTB stock proceeds to the shareholders that is
scheduled to occur during fiscal year 2006.

Congress recently amended the Rural Electrification Act of 1936 to add new au-
thority for RUS, in collaboration with the Department of the Treasury, to extend
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the maturities for outstanding loans associated with power plants and transmission
lines which have been determined to have longer useful lives, e.g. in the case of a
nuclear plant whose license has been extended by the Nuclear Regulatory Commis-
sion (NRC) for an additional 20-year term. The documentation and procedures for
implementing this new authority, which also involves assessing a fee for this serv-
ice, will need to be developed. OGC anticipates this program will be used exten-
sively during fiscal year 2007.

OGC continues to provide significant assistance in the area of Federal crop insur-
ance. OGC supports DOJ in defending several multi-million dollar lawsuits brought
by insured farmers and companies reinsured by the Federal Crop Insurance Cor-
poration (FCIC). These suits involve a wide variety of issues government committed
an error or omission as to its 2000 sugar beet policy. OGC also is providing a great
deal of support to the Risk Management Agency (RMA) with regard to the financial
collapse and liquidation of one of its largest insurance providers, implementation of
new risk management programs developed by the private industry, and responding
to new and emerging diseases and the spread of existing diseases. OGC also is as-
sisting RMA’s development of a new combo policy that incorporates the provisions
of the actual production history and various revenue plans of insurance into a single
policy, and updates of numerous other crop insurance policies.

Implementation of the Agriculture Risk Protection Act of 2000 continues to in-
crease the responsibilities of RMA and OGC. Compliance efforts have included the
development of administrative disqualification, suspension, and debarment actions
against producers, agents, loss adjusters, reinsured companies and the update of as-
sociated regulations. OGC also is assisting RMA’s development of conflict of interest
requirements for reinsured companies, agents and loss adjusters and reviewing ad-
ministrative actions to alleviate fraud, waste and abuse in the program.

OGC continues to work with Department officials to reduce regulatory burdens
and eliminate obsolete and unnecessary regulatory requirements, particularly in the
areas of rural development, farm, and utility lending. Increased OGC assistance has
been required in the defense of several significant civil rights actions against FSA
and RHS and the continued implementation of the Pigford consent decree. We are
assisting RHS and FSA in streamlining and rewriting loan-making and servicing
regula